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VEN at this late date it is important to take note of the 
report of the so-called “Hughes Committee” on the sub- 

ject of the speculative exchanges, which appeared in June. The 
first thought that one has on reading it, is that it is a very brave 
report; for it takes genuine bravery on the part of a commis- 


sion appointed to recommend legislative reform of serious abuses, 
to report that on the whole legislation is impracticable. The 
temptation in this case to make radical recommendations of an 
experimental nature was peculiarly great, because of the wide- 
spread hostility toward the speculative exchanges on the part 
of the public and the great ignorance which prevails regarding 
the nature of their transactions. The honest and sensitive men 
who constituted the Governor’s committee must naturally have 
shrunk from such a result of their labors as the sneering charge 
that they had been appointed for “whitewashing” purposes, or 
were concerned with entrenching the big gamblers in privileges 
denied to the little men. For this reason they are to be partic- 
ularly congratulated on the coolness and honesty with which 
they have acted, and on the conspicuous absence from their report 
of either ill-considered proposal or demagogical denunciation. 
One would make a great mistake, however, to suppose from 
this fact that the report is not likely to have a profound influ- 


ence. The very moderation of their language gives to their 
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criticisms a more biting sting than is to be found in shrill abuse; 
while it lends to such proposals as they do make the character 
of mandates which cannot be disregarded by the domineering 
men who merely laugh at most “schemes of reform.” For this 
reason it is likely that the report will furnish an admirable 
test case of what is, in some ways, the most important political 
problem of the moment, viz.: Can we trust to the public- 
spirited leaders of the business world intelligently to guide, and 
effectively to secure, the reform of certain well-established evils: 
or is a popular and radical, and therefore unintelligent and 
dangerous, upheaval a necessary first step toward this end? For 
the gist of the report lies in the general argument which runs 
through it, that the machinery of business is so delicate that 
reform can be far better accomplished through the honest and 
courageous action of the exchanges themselves and their gov- 
erning bodies, than through the clumsy action of legislation. 
The law must deal largely with external characteristics, and two 
transactions which appear the same to the lawyer may have very 
different effects in the business world. This difference can be 
readily seen by those who understand the situation, and by their 
action the evil practices can be checked or suppressed without 
interference with those which are beneficial or necessary. In 
this regard the report of the committee is a complete answer to 
the ordinary criticism of an “ignorant interference with busi- 
ness.” It proves that a body of this kind may be trusted to act 
in sympathy with the requirements of progressive business 
methods. The question to which the public now awaits eagerly 
an answer, is whether the leaders in the progressive business 
world will respond in cordial spirit to the fair appeal thus made. 

It is not possible to discuss the conclusions of the report in 
detail. In brief and clear language, and with nice discrimina- 
tion, the different classes of transactions and of traders are 
explained, and the various supposed evils are discussed. The 
problem is stated as being “to eliminate that which is wasteful 
and morally destructive, while retaining and allowing free play 
to that which is beneficial.” The difficulty of devising rules to 
accomplish this end is clearly recognized, owing to the fact that, 
on their face, desirable and undesirable transactions look exactly 
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alike. For example, it is wisely observed : ‘Purchasing securities 
on margin is as legitimate a transaction as a purchase of any 
other property in which part payment is deferred. We there- 
fore see no reason whatsoever for recommending the radical 
change suggested, that margin trading be prohibited.’’ On the 
other hand, the gambling inducement offered by the acceptance 
of small margins is fully appreciated. The conclusion is that 
“the amount of credit which one person may extend to another 
is a dangerous subject on which to legislate”; but as a substi- 
tute it is urged “upon all brokers to discourage speculation upon 
small margins and upon the Exchange to use its influence, and, 
if necessary, its power, to prevent members from soliciting and 
generally accepting business on a less margin than 20 per cent.” 
In the same spirit a rule is urged on the governing board of the 
Exchange to prevent dealings on credit by the clerks of all bank- 
ing or moneyed corporations. 

Short-selling is recognized as a necessary and desirable fea- 
ture of the speculative market. Manipulation is wisely discussed, 
and the committee even go so far as to justify such so-called 
manipulation as is intended (without “matched orders”) to 
“make a market” for new securities. As to “wash sales’ and 
the injurious but less open practices of manipulators of the trick- 
ier sort, they appeal again to a higher standard among mem- 
bers, and a more vigorous policy on the part of the governors. 
They wisely reject proposals for the incorporation of the Stock 
Exchange on the ground that disciplinary measures of the kind 
just referred to can be more summarily administered under the 
present organization. The proposal that either the State, or 
the Exchange itself, should assume the responsibility of veri- 
fying the statements of fact, in applications for listing, is rejected 
as likely to give a false standing to the securities concerned. But 
the Exchange is urged to observe a stricter standard in requir- 
ing statements of financial condition from all companies, and 
to do away with the “unlisted department” altogether, except in 
the case of temporary issues. 

The committee was doubtless greatly influenced by a study 
of the German experience in the matter of stock exchange regu- 
lation and its confessed failure. This is itself a welcome sign, 
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at a time when the public is inclined to venture upon legislative 
experimentation with too little examination of what the results 
are likely to be. So far as stock speculation is concerned, the 
only actual recommendations for new legislation apply to the 
abuses of advertising and the more stringent suppression of 
bucket shops. -In both cases no possible interference with legiti- 
mate business could result. We may repeat, then, that the very 
strength of the report lies in its moderation, a moderation which 
is based on a clear understanding both of the evils and of the 
difficulty of correcting them by law. By refusing in the main 
to put an additional duty on public authorities, they have most 
effectively put a very grave duty on the private authorities who 
control these affairs. The responsibility is not discharged, but 
merely shifted. Our business leaders now have a chance to 
prove their capacity for doing their own house-cleaning. The 
report does not stoop to threats, but the broker who cannot read 
between the lines what will probably happen if these warnings 
are disregarded, must be blind indeed. 


It may seem a far cry from the regulation of the New York 
Stock Exchange to the economic problem of Ireland, but that 
country has long been the corpus vile for legislators to try their 
experiments upon, and the classic example of the way in which 
legislation often brings in its train unexpected, results, block- 
ing the very objects for which that legislation was intended. The 
YALE Review has frequently in recent years dwelt upon this 
danger of unintended results. The unfortunate thing about it 
is, that in most cases such results cannot be overcome by a later 
repeal of the laws in question. It has become too late for such 
a simple device to be effective. Not only is it easier to destroy 
than to build up in the field of economic enterprise, but where 
the changes are changes in the character of the people, the evil 
results become cumulative in a perplexing degree. Such is 
peculiarly the case in Ireland. The earlier legislation for that 
unfortunate country did much to destroy the spirit of industry 
among the people and the sense of individual responsibility. 
When the injustice of the past record was at last appreciated, 
palliative measures were attempted, but the new character of 
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the people was now such that these palliative measures simply 
led them to trust more and more to government aid of a direct 
kind, or to assume that economic prosperity was purely a mat- 
ter of proper legislation. Thus politics and economics become 
mixed in a hopeless tangle. The failure of any legislative experi- 
ment to bring about the expected prosperity leads to political 
discontent, and this discontent and agitation in turn are fatal 
stumbling-blocks to economic progress. It is doubtless easy to 
say that the Irishman’s bane is his love for politics and his chief 
need is to give up his political activities and attend to business, 
but this is paying no heed to the historical causes of his condi- 
tion. It may be that he is a “born politician,” but he would 
have been made a politician if he had been born otherwise. 
Doubtless the most interesting and encouraging movement of 
recent years is that which is being widely supported to develop 
self-help and cooperation among the Irish peasants without refer- 
ence to politics; and though the experience of the last ten years 
seems hardly to have justified the inspiring optimism of its best 
known leader, Mr. Plunkett, there is much in it that still gives 
reason for hope. But, unfortunately, the escape from poli- 
tics is impossible. The condition of the Irish peasant is such 
that some form of state action is necessary. Besides the land 
question, there is the need of state help in developing a more 
industrious character and the movement toward cooperation. 
But what effect will this have upon the Irishman’s confidence that 
he is rich or poor according to the action of his rulers? How 
can he be enfranchised from his faith in politics by a resort to 
politics? The problem is so difficult that even the most valiant 
leaders express grave anxiety before this cumulative action. 
No better illustration could be found of the difficulty of over- 
coming the evil effects of legislation by further legislation. The 
problem is now a problem of character, and it would be a fatal 
mistake to treat it as a problem of physical resources or of the 
ownership of such resources. Doubtless the movement under the 
Wyndham Act of 1903, to substitute single peasant ownership 
for the dual ownership of the Gladstone legislation, is a neces- 
sary step, though it has come near to failure, and has aroused 
much bitterness among landlords, through the inability of the 


118 Yale Review. [Aug. 


government, thanks to Dreadnoughts, old-age pensions, and defi- 
cient revenues, to pay for the purchases. But sixty-eight years 
is a long time, even for a thrifty and patient people, to spend in 
acquiring ownership for possible heirs, nor is it likely that this 
alone will prove an adequate motive to an improvement of agri- 
cultural methods. The old saying about the “magic of property” 
was applied to a people of a different history and character, 
There is great justice in Mr. Plunkett’s criticism of “the fal- 
lacy that if you give a man a farm you make him a farmer; 
whereas it would be less untrue to say that if you make him 
a farmer he will find himself a farm.” The problem of Ire- 
land is not solely, it is hardly primarily, a land problem. Even 
as a land problem, however, the situation is perplexing enough. 
Reference has been made to the unfortunate, even if temporary, 
breakdown of the Purchasing Act; the present Birrell Bill, now 
before Parliament, is a further illustration of the difficulty of 
escaping from politics. It aims to continue, as it must do, the 
policy of purchase and the extremely difficult plan of redistribu- 
tion of lands in the poor Connaught section, but it proposes to 
do away with the present board and substitute a new board 
on which the representatives of the western farmers will have 
a majority. This would at first glance seem to be a step 
toward lessening the dependence of the Irish on a distant gov- 
ernment and giving them an incentive to more independent 
action. It is a grave question, however, whether such expendi- 
ture of public money by local representatives will not merely 
increase political intrigue and turmoil. Thus the net of poli- 
tics and legislation in which Irish welfare long ago became 
entangled seems to have woven itself tighter and tighter till 
escape has become impossible. 


However friendly may be one’s feeling toward England, a cer- 
tain humorous sense of justice is aroused by the complete rever- 
sal of the attitude of Englishmen toward themselves and the 
outside world. The old assurance that they were the chosen 
race and that all other people existed more or less by tolerance 
seems to have vanished. Indeed, the words which Kipling 
applied to “The American” might now be used to express the 
change in the sentiment of his own people: “Blatant he bids the 


q 

4 
|| 

q 


1909] Comment. 119 


world bow down, or cringing begs a crust of praise.” Cer- 
tainly it seems strange to hear Englishmen inquiring almost 
pathetically to-day: “We are not such a decadent race, after all, 
are we?” A good illustration of this was the almost childish 
delight of the English papers during the recent Imperial Press 
Conference, when the Colonials gave expression to the belief that 
the mother-country was still sound and strong and that they saw 
no signs of degeneration. It is not so many years ago that such 
an utterance would have been treated as rank impertinence. 
Strangely enough, too, this begging for a crust of praise can 
be in large measure traced to the most aggressive and self-con- 
fident (his enemies would say “blatant’’) of modern English 
statesmen, Mr. Chamberlain. It is to the “Tariff Reformers” 
that England is indebted for the cry “Now help us or we die.” 
Of course Mr. Chamberlain’s purpose is plain enough. To show 
the necessity of close connection with the colonies it was neces- 
sary to show the helplessness of England by herself. It is inter- 
esting, however, to note how much this sentiment has pervaded 
even the most bitter opponents of the protectionist leader. They 
deny his charges and vigorously assert the continued strength 
of English commercial life, but it is no longer with the self- 
confident air of those who announce a self-evident truth and 
care little what others may think about it. It is rather with 
the ardent desire to carry conviction and receive assent. They 
are, despite themselves, infected with the bacillus of universal 
anxiety, and watch eagerly for signs of health to counteract it. 

To such the recent report issued by John Burns, President 
of the Local Government Board, on “Public Health and Social 
Conditions,” comes as a welcome relief. The protectionists 
were fortunate in the statistical situation in their campaign of 
six years ago and made a striking display of figures to show the 
stationary or declining condition of English commerce. In the 
next four years, however, the figures turned rather heavily 
against them, while the setback of last year may be fairly attrib- 
uted to the American crisis. The Burns report, however, is not 
concerned with the fluctuations of commerce, but with the im- 
provements in the conditions of labor, and as such will furnish 
comfort to those who have been frightened by the gloomy pic- 
tures of the Socialists as well as to those who have been shaken by 
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the protectionist attacks. Its most interesting features are those 
concerned with public health, wages and unemployment, and 
pauperism, and in all of them an unexpectedly encouraging con- 
dition is shown. With a striking fall in the death rate since 
the early seventies, the number of deaths in public institutions 
has greatly increased, showing the greater extent to which the 
poor now resort to institutional care. In the same way, while 
the number of persons receiving poor relief is not much more 
than half that of 1870 (per 1,000), the amount expended on 
them (especially in institutions) is very much greater. Such 
facts point to a very decided alleviation of suffering. Similarly, 
the statistics of wages and prices, while showing naturally much 
fluctuation, clearly indicate a steady rise in the real incomes 
of the laboring class. Such figures, of course, must be treated 
only for what they are worth, and to much of this showing a 
gloomy exception must be made in the case of London. There 
can, however, be little question that the report is a vigorous reply 
to the despairing criticisms of the pessimists. 

Much as it is to be desired that the English should regain 
something of their old confidence, and certain as it is that the 
dark side of the present situation at least has been exaggerated, 
few are likely to deny that their period of anxious forebod- 
ing has been a healthy, if somewhat tardy, experience. It is 
with nations as with men. At a certain stage of development 
a rather “bumptious” self-confidence, however offensive to the 
neighbors, is a valuable asset in the struggle for supremacy. But 
the time comes when the competition of younger rivals becomes 
a serious menace, and when the trust in the old superiority may 
prove destructive. Then the older leader must himself go to 
school, must meet education with education, new methods with 
new methods, the dash and energy of youth with the alertness 
and endurance of the veteran. 

If the English are, then, to profit from their panic, they must 
remember that there are other problems than those of old-age 
pensions, or the housing of the poor, or the intricacies of com- 
mercial policy. More important than these are the problems 
of technical education and the training of those who are to 
direct the course of production and commerce. 
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The sudden death of Professor Ernst von Halle, at the end 
of June, removes from the ranks of German economists one 
who was widely known personally in this country, and who 
more than any other, of the younger men at least, had inter- 
preted America to his own countrymen. His energy and capacity 
were very great and his activities manifold. Besides his duties 
at the University of Berlin and his literary labors, both as a 
writer of books and voluminous contributor to journals and the 
press, he was constantly in the service of the government. As 
Nauticus he became well known as the writer and economic 
expert of the Marine Department, with substantial volumes to 
his credit there. Later he was active in the Department of Edu- 
cation, and at the end was attached to the Finance Ministry; and 
his strenuous labor over the new finance proposals were probably 
partly responsible for his death. His career, ending as it did 
when he was in the early forties, and including such an active life 
in so many fields and so many countries, recalls the destinies of 
such typical German economic agitators as List and Lassalle. 
He was endowed with some of that same ambitious energy which 
to them made rest impossible. 

In America he was first known by his book on Trusts. It 
was characteristic of him to be the first in the field with a book 
on a new problem in a new country. Of more permanent 
importance are the two volumes of the economic history of our 
Southern States to which a third was shortly to have been added. 
Probably less well known in this country are his numerous essays 
on American subjects contributed to German periodicals and 
newspapers and in such volumes as “Amerika, seine volkswirt- 
schaftliche Bedeutung,” of which he was the editor. He had 
traveled and studied in every part of the United States and knew 
it with truly amazing intimacy. It is not improper to say that 
he sometimes made himself disliked by his blunt and frank criti- 
cisms of our institutions, our teachings and our men. But many 
who were irritated by his frankness while here probably do not 
know how warmly and loyally he praised America and Americans, 
both in his conversation and in his writings, when at home. He 
knew this country and he loved it; and when he had anything bad 
to say about us, he said it to our faces, perhaps too often reserv- 
ing his praise of us for those who, he knew, did not understand. — 
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S compared with the passenger service, the work of the 
freight department of a railroad is not only much more 
important, from the economic point of view, but it is also of such 
exceeding complexity in its operations as almost to defy the skill 
of the highest accounting talent adequately to present those opera- 
tions in the form of accounts. As stated in a previous article,’ in 
their passenger service the railroads are able to depart from the 
equal mileage principle in so few cases that questions connected 
with discrimination between passengers very seldom arise. Pas- 
senger rates may be fixed too high as a whole to meet the existing 
legal and economic conditions, but only in extraordinary cases is 
there likely to be discrimination between individuals, classes, or 
localities. Freight rates, on the other hand, may be in some cases 
higher than economic conditions justify, and yet too low in all 
other cases, thus bringing about a condition where, even while 
charging too high rates in certain instances, the railroad is 
financially ruined. The reason for this peculiar situation lies in 
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the nature of the business and in the conditions under which it 
is conducted. 

In the first place, competition between railroads for the freight 
business available varies from the phase of the keenest rivalry to 
that of complete monopoly. Even under the usual economic 
conditions, therefore, freight rates vary from a figure barely 
sufficient to cover the actual cost of moving the goods to one 
under which quite unusual profits are returned to the railway 
stockholders. Industries located at competing points enjoy an 
advantage over those located at non-competing points which is 
equal to the difference in rates. When competition between the 
various manufacturing establishments becomes keen and active, 
those located at non-competing points are necessarily bankrupted 
unless they are able to secure reductions from the railroads suffi- 
cient to counterbalance their economic disadvantages. The very 
existence of any unfortunately situated industrial establishment 
is thus at the mercy of the railway officials. Where this power 
is exercised with discretion and sympathy, no serious economic 
harm is likely to follow; but the danger that it may be used 
wantonly, or in a spirit of ignorance or revenge, is so great that 
some control over rates is uniformly entrusted to the public 
authorities.” 

In the second place, certain shippers of freight are absolutely 
dependent upon the railways for the transportation of their goods, 
while others are in a position to provide means for carrying their 
own products whenever rates are advanced much above the 
average cost of transportation. The shippers in the first-named 
class, comprising all small manufacturers and all of the com- 
mercial classes, must in general pay the rates made by the rail- 
roads or go out of business.* So long as the rates actually in 

*“Railway officials free from restrictions could make or unmake mining 
and manufacturing concerns in those days [1860-1880] and could do so still 
had we not at last a court of appeal and laws against obvious discriminations. 

“The Interstate Commerce Commission is to become one of our greatest 
safeguards.”—Andrew Carnegie in “My Experience with Railway Rates and 
Rebates.” Century Magazine, March, 1908. 

"It is, of course, conceivable that every community might become self- 
supporting, manufacturing its own goods from materials grown om near-by 
farms or taken from local mines and forests, and transporting the same with 
its own teams. Such a condition, while conceivable, is, of course, not possible 
so long as railroads exist. 
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force permit business to be carried on even at a small profit, there 
remains an economic incentive for men to engage in such under- 
takings, although, of course, free capital will gravitate toward 
those industries where there is opportunity for self-protection 
through the establishment of direct transportation facilities, 
Rates cannot, therefore, be profitably carried above what the 
traffic is able to bear and still continue to maintain itself in a 
fairly prosperous condition. Shippers in the second class possess, 
however, a tremendous advantage over those of the first class 
when dealing with the question of railway rates. Carnegie used 
this power with telling effect in making terms with the Pennsyl- 
vania Railroad for the shipment of iron and steel products from 
the Pittsburg district to the Atlantic coast. The Steel Corpora- 
tion has followed out the policy originated by Carnegie, until at 
the present time it owns and operates an extensive system of 
railways and steamship lines, rendering it practically independent 
of all outside facilities in the transportation of its ore and coal 
from the mines to the mills.° The Standard Oil Company 
adopted the same policy in its early history, through the purchase 
and construction of pipe lines for the transportation of oil*; it 
has also an extensive fleet of ocean steamers especially con- 
structed for the transportation of oil to foreign countries. It has 
thus been able to secure railway and ocean rates at all times and 
between all places at about the actual cost of the service to the 
transportation companies. The same principle has been applied 
in many other lines, and always for the same purpose and with the 
same results: the anthracite tide-water canals were projected and 
developed to secure low cost transportation for coal to the factory 
towns’; and in more recent years a large number of railways* 
have been built by manufacturing, mining, and lumbering com- 
panies, partly at least, for protective purposes. 


“Carnegie, “My Experience,” etc. 

*U. S. Steel Corporation, “Annual Report,” 1908. 

*Report of Commissioner of Corporations on the Petroleum Industry, 
Part I, pp. 51, 122. 

* Jones, “The Economic History of the Anthracite Tide Water Canals.” 

*Senate Document No. 37, 61st Congress, Ist session, decision of the 
Supreme Court in the Interstate Commodities clause. 
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In the third place, the cost of transporting freight in its various 
forms and under the many different conditions under which it is 
offered for shipment has never been worked out in a satisfactory 
way by railway officials. Rates are made not on the cost of 
transportation, but on the principle known as “what the traffic 
will bear.” Since some commodities will not be shipped at all 
except at a very low rate, and since at a low rate their returns 
more than cover the known direct expenses incurred on account 
of such shipments, rates are made in such cases far below the 
average rate. Other commodities move freely and in large 
quantities at a relatively higher rate, and as a consequence higher 
rates are maintained by the railroad companies. Rates are there- 
fore generally made on the basis of benefits conferred rather than 
on the cost of the service. Traffic officials watching the flow of 
various classes of commodities under changing rates, become 
experimental philosophers of no mean ability in dealing with the 
economic life blood of the nation. As railways give more atten- 
tion to cost-accounting in its application to various classes of 
freight, many of the lowest rates are absolutely sure to be raised 
and some of those relatively high will undoubtedly be lowered; 
this in itself will bring about greater uniformity in the burden 
imposed by freight transportation upon the commodities which 
it moves. 

In the fourth place, even though all the railroads were consoli- 
dated into one system, even though the science of accounting 
were fully developed in its application to the railway service, and 
even though shippers had no way of securing transportation 
except by means of the railways, certain rates would yet be much 
lower than the average and others much higher ;—the result being 
discrimination between persons, places, and commodities even 
where the conditions under which the service is undertaken are 
substantially similar from the railway standpoint. This state of 
affairs is the result of the unequal ability of such persons, places, 
and commodities to pay railway charges, and of the effort of the 
railways to secure from each all the traffic is able to bear. To 
illustrate: the cost of raising wheat, omitting from consideration 
for the moment the rent of the land, varies somewhat at points 
in the wheat lands of Manitoba, the Dakotas, Kansas, and 
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Oklahoma. The selling price in the central market of Chicago 
is, owing to the presence of active competition, the same for the 
same grade of wheat. Assuming that the cost of transporting 
the wheat to the market from each of these fields is practically 
identical, the lands where the cost of raising wheat is lowest will 
increase in value up to a point where the earnings to the wheat 
farmers becomes practically equal so long as the railways charge 
rates that are based upon the cost of the service. The railways, 
however, discovering that the cost of raising wheat is low in 
certain districts and that therefore the farmers in that locality are 
able to pay a higher rate, establish and maintain rates consider- 
ably higher for this locality than for those where the cost of 
raising the wheat is higher. Such a system would, of course, if 
carried out universally, completely nullify the economic rent of 
land so far as the farmers are concerned and convert it into an 
added profit for the railway service. 

Again, the cost of manufacturing articles of the same character 
varies considerably at different points in the United States. 
When the transportation rates on such goods are on the same 
basis, the manufacturers at the points most favorably situated 
earn a higher rate of return on their actual investment. Manu- 
facturers located at such points can pay a higher rate of trans- 
portation and still maintain their position in competition with less 
favorably situated competitors. The railways, by adopting the 
principle of charging what the traffic will bear, are able to take 
from the better situated manufacturers the larger part of this 
advantage, thus reducing all competing manufacturers in the same 
line to a common plane of profits. The same principle will apply, 
of course, to competing merchants. Thus the railways, by 
eliminating competition between themselves, are in an economic 
position to depart from the cost of the service principle; they can 
adopt and enforce that of charging what the traffic will bear and 
thus absorb all differential profits that arise from superior loca- 
tion and superior business management in every domain of busi- 
ness activity. 
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II. 


The freight service ought as a matter of economic policy to be 
self-supporting, and accordingly the railways should make their 
freight rates sufficiently high to secure that end. In view of the 
economic conditions described in the preceding section, it is 
evident that this result may be secured by charging compara- 
tively high rates in certain cases and comparatively low rates 
in others, or by charging an average rate based upon the cost 
of the service sufficient to pay operating expenses and yield 
in addition a fair rate of return upon the investment. In the 
first case the railways adopt and enforce the policy of rate- 
making known as “charging what the traffic will bear,” so ably 
set forth by Hadley® in this country and Acworth’® in England. 
From the commercial point of view, this system of rate-making 
is an application of the ordinary principles of taxation, enforced 
through a quasi-public institution with private parties!’ as the 
beneficiaries. From the standpoint of accountancy, this method 
involves, theoretically at least, the separation of railway transpor- 
tation expenses into two distinct categories, viz., operating 
expenses and fixed charges. In the determination of any specific 
rate, the railway first finds the actual cost attributable to this 
particular shipment, and then adds whatever in its judgment such 
traffic is able to bear as a contribution toward the general 
expenses. The second portion of the charge is the tax element. 
In certain cases the tax is light, in others heavy : the combination 
of operating expenses plus a light tax makes a low rate; that of 
operating expenses plus a heavy tax, a high rate. This system 
not only has the weight of years of successful experience behind 
it, but has also been approved by many of the ablest students of 
economic progress. Nevertheless, the economic unrest, as 
evidenced by interminable litigation over railroad rates in the 
States and in the Nation, indicates that the system is open to 
certain fundamental objections. These may be stated as follows: 

First: The system subsidizes certain industries, and industries 
located in certain districts, while taxing other industries and 

* Hadley, “Railroad Transportation,” Chapter VI. 


” Acworth, “Railway Economics,” Chapters VIII-XI. 
“Where railways are privately owned. 
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other localities; and so the subsidized industries and localities 
are stimulated into an abnormal growth while those not so 
favored are unduly checked. Since the subsidized industries 
are those in which the prices are relatively low, a country is thus 
encouraged to use more of the goods which it needs less because 
its wants are more fully satisfied, and less of those which are in 
greater demand. On the other hand, rates are made low to pro- 
ducers in localities where the cost of production is already above 
the average and high where the cost of production is low. The 
normal tendency to concentrate production in those localities 
which are most highly favored by nature is checked, and the 
result is a somewhat higher average cost of production than 
would have been in evidence had the railways based the rates in 
each and every case upon the cost of the service. The result of 
the policy of charging what the traffic will bear, even when 
applied with the highest type of wisdom and discretion, is thus: 
(1) to prevent the normal increase in the production of those 
commodities for which the community has the most urgent need; 
and (2) to thwart the natural tendency to concentrate produc- 
tion in those localities where the cost of production is lowest, 
and so to maintain a higher cost of production than otherwise 
would have resulted. Evidently misdirected production and 
unsatisfied wants are the natural results of the system. 

Second: Owing to the inherent difficulties experienced in 
determining what the traffic will bear, errors of judgment, ignor- 
ance, and actual fraud so warp and distort the system that the 
beneficent results conceived in theory are never realized in actual 
practice. Rates fixed above what the traffic will bear not only 
dwarf the industrial development in particular lines and bar the 
consumers from the normal satisfaction of their wants, but at the 
same time make it impossible for the railway to earn a reasonable 
return upon its capital. On the other hand, rates fixed below 
what the traffic will bear have the same effect upon the earnings 
while directing the industrial activities of the country into lines of 
development where the social benefits are likely to be diminished. 
Moreover, since the power to tax is the power to destroy, the rail- 
ways may not only prevent the development of new industries and 
new territory, but—what is of more importance—they may 
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actually destroy industries already in existence. Of course it 
must be conceded that even if they had the liberty to do so, the 
railways would not consciously check the general industrial 
development of the country they serve. Most railways, however, 
serve many industries and many distinct geographical districts, 
and it is a well-known fact that in the exercise of the rate-making 
power they have abnormally stimulated the growth of certain 
industries and localities and at the same time have dwarfed, if 
not entirely destroyed, others. Fortunately the system has never 
existed in any complete form, except as a theoretical figment, 
owing to the combined influence of competing railways, com- 
peting centers of production, competing markets and the activities 
of State and national commissions and courts. With the rail- 
roads of a country completely consolidated and left free to make 
and enforce rates without public regulation of any sort, the real 
significance of the system would be felt and appreciated.'* 

In the second case, the railways adopt the cost of the service 
principle as the basis of the rates. Such a system preserves to 
every locality the natural advantages of its position, to every 
entrepreneur the results of his skill in management, and to 
laborers the most favorable conditions for work and wages. Its 
rigorous application in all cases and under all circumstances is 
of course impossible and would not be economically desirable if 
possible. It may with beneficial results be modified in favor of 
existing establishments when the onward march of industrial 
development would otherwise ruthlessly apply the issue of the 
survival of the fittest to the existing manufacturing plants; it may 
also be modified with equally good results for the sake of hasten- 
ing the occupancy of new agricultural land or outlying suburban 
districts, and so of effecting a more equal distribution of the popu- 
lation, preventing congestion and thus modifying toa slight extent 

“From the economic point of view the system of charging what the traffic 
will bear resembles in many respects the protective tariff system. In each 
case the natural development of the country affected is prevented and an 
artificial development is promoted and fostered. In the one case the develop- 
ment is shaped to augment railway revenues; in the other, to foster the 
protected industries. In both cases the public suffers for the benefit of 
private interests. Under one condition alone can either system be justified 


from the purely economic point of view, and that condition involves the 


fixing of the rates or duties by an all-wise Providence. 
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the rigorous application of the law of rent. But these exceptions 
are, on the whole, of small importance when wide territorial areas 
and long periods of time are taken into consideration. The indus- 
trial world is at best full of uncertainties, and whatever tends to 
increase the risks that must be borne checks the normal industria] 
development. The cost of railway transportation varies very 
little from year to year and from place to place under similar 
conditions ; “what the traffic will bear” varies much more widely; 
and therefore the former system ensures business stability while 
the latter tends to make business even more risky than would 
otherwise be the case. That the cost of the service principle as 
a basis of railway rates is neither the dream of a closet 
philosopher nor the ideal for a future economic society may be 
seen from an examination of the rate question in trunk line 
territory.* After years of experience with the principle of 
“what the traffic will bear,” as it must of necessity be applied 
under competitive railway conditions, the trunk line railways, 
occupying the territory north of the Ohio and east of the Mis- 
sissippi,'* adopted in 1876 what is essentially a cost of the service 
system of rates. The economic benefits of this system, as modi- 
fied in 1879, are too well known to need examination in this 
paper; its defects as actually adopted are connected with viola- 
tions of the cost of the service principle, due to water transporta- 
tion and the influence of western and southern lines, rather than 
to the system itself. The cost of the service principle is thus not 
only in accordance with economic principles, but has been some- 
what imperfectly applied on a large scale with the most gratifying 
results. 

The legal principles governing the regulation of railway rates 
were in a general way discussed in the preceding article!® on pas- 
senger rates. Under our system of dual control, the Federal 
Government has supervision, so far as supervision is entrusted to 
any government, over interstate railway traffic, while the several 
State governments have control over the intrastate business. By 
the Fifth Amendment to the Constitution, the railways are, it is 


* Ripley, “The Trunk Line Rate System: A Distance Tariff.” Quarterly 


Journal of Economics, Vol. XX, 1906, p. 183-210. 
“ With the exception of the larger part of Wisconsin and Minnesota. 


* Yate Review, February, 1908. 
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thought, amply protected from the power of the Federal Govern- 
ment should it attempt to force interstate rates below a point 
where that part of their business would yield a reasonable return 
upon the investment devoted to this class of traffic. The Four- 
teenth Amendment, on the other hand, forbids the State govern- 
ments from reducing rates so low that the purely State business 
would fail to earn a normal rate of interest and profits upon the 
State investment. Whether the governments, State and Federal, 
may reduce rates between particular points on certain articles or 
certain classes of articles below the general level of rates, so long 
as the business as a whole is profitable, is as yet an unsettled 
question.'® Such a policy would result in rate discrimination by 
act of the government, not only between commodities but between 
places, wherever commodities so discriminated between are 
shipped to different localities. Since discriminations are for- 
bidden by the interstate commerce act for interstate traffic and by 
acts of many of the States for intrastate traffic, it may be assumed 
that if the law be interpreted in the spirit in which it was enacted, 
without regard to existing industrial and commercial conditions, 
such commodity discriminations would not be sanctioned by the 
courts. The system of rates approved by Congress and most of 
the State legislatures is one based upon the cost of the service, 
one in which each class of traffic pays its own charges; where 
there are no favored classes of commodities or localities on the 
one hand, and no parasites on the other. 


III. 


Railway rates based upon and therefore in proportion to the 
cost of the service are, we have seen, not only in accord with the 
general principles of economic policy, but are also in conformity 
with the spirit of the law of the land, Federal as well as State. 
Moreover, this system has in a general way been in force in trunk 
line territory for a generation with most excellent economic 
results. Its application to particular cases, or to particular classes 
of traffic in any exact scientific way, presents so many serious 


“Hoover vs. Penn., 156 Penn., 220; Castle vs. B. & O. R. Co., 8 I. C. C. 
Reports, p. 333. 
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difficulties from the accounting standpoint, that our courts and 
commissions have quite generally avoided any reference to the 
system. As shown in the article on railway passenger rates,.7 
the following steps are necessary to its successful use in connec- 
tion with any specific rate: (1) the valuation of the railway 
investment as a whole and the further division of such valuation 
by classes of services undertaken; (2) the fixing of a proper rate 
of return upon such valuations; (3) the actual separation of all 
receipts and expenses by classes of operations, and the apportion- 
ment of joint expenses to the same classes in accordance with the 
standards of cost accountancy. 

In the article above referred to, the principles governing the 
separation of freight and passenger receipts were discussed at 
some length. As a result of this process of separation, the 
accounts of the freight department of a railway are isolated from 
the accounts of all other departments and may therefore be treated 
exactly as though the railway were devoted exclusively to the 
business of transporting freight. Owing to the division of 
powers between the State and Federal governments, a second 
separation must be made, viz., the accounts for the intrastate 
freight traffic must be separated from those for the interstate 
business. As a result of this second step, the financial affairs of 
the freight department are divided into two sections, each of 
which must again be treated as the accounts of an entirely distinct 
railway company. The problem in accountancy which must now 
be solved, if we are to make practical use of the cost of the service 
principle in the determination of a particular rate, may be stated 
as follows: given (1) a railroad within the exclusive jurisdiction 
of a government having authority within constitutional limits 
over its service and rates; (2) a system of rates built up under 
semi-competitive and semi-monopolistic condition$’ and_there- 
fore constructed so far as possible upon the principle of charging 
what the traffic will bear; and (3) a specific industrial establish- 
ment or locality entering, through its chosen representative, a 
complaint before the proper tribunal of such government, charg- 
ing that the rates upon the commodities in which they are particu- 
larly interested are either extortionate (that is, unreasonably high 


* Yate Review, February, 1908. 
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in themselves), or discriminatory (that is, higher than other 
industries under similar operating conditions are charged by the 
same or other railway companies): state the accountancy prin- 
ciples which, if properly applied to the case in question, will deter- 
mine whether the authorities may properly order a reduction of 
rates or whether the existing rates are reasonable and fair. 

(1) The principles upon which such cases have quite 
generally been decided in the past have no connection with the 
practice of accountancy. In other words, the commissions and 
courts have not, except in the most cursory way, considered the 
revenue and expenditures caused by the traffic when rates are 
before them for judicial determination. Usually cases are 
decided by comparing the rates upon the specific commodity over 
the particular railway line in question with the rates charged by 
the same or other railways upon similar goods under somewhat 
similar circumstances. If the conditions are dissimilar—owing 
either to traffic or operation, or to the competition of rival rail- 
ways'® or water routes'*—the railway rates are allowed to differ 
as much as in the judgment of the public authorities seems proper. 
Thus a low volume of traffic per mile of line, unfavorable 
operating conditions such as grades and curvatures, the absence 
of competition from other railways or means of water transporta- 
tion, are generally held to justify somewhat higher rates than are 
permitted when the conditions are the reverse. The assump- 
tion is that light traffic means a higher cost of transportation; 
and it is of course true that unfavorable operating conditions 
necessitate a higher cost of transportation per ton-mile, since the 
two methods of expression are practically synonymous. It is 
one of the functions of railway accountancy to determine the 
actual cost of transporting goods under dissimilar conditions of 
traffic, equipment, and roadway; the railways are making more 
and more use of the accounts for this purpose, both in self-pro- 
tection and for assistance in the wise administration of the work. 
And yet until within the last two years, one may search among 
the opinions of the Interstate Commerce Commission and the 
several State commissions in vain for even a casual reference to 


*1I. C. C. vs. Alabama Midland Ry. Co., 168 U. S., 144. 
*The Chattanooga Case, I. C. C. Reports, X, p. 111. 
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this fundamental principle in connection with the judicial deter- 
mination of cases of the most vital importance to the railways 
and their patrons. The commissions seem to have invented and 
applied in many cases a new principle of rate-making which for 
want of a better name may be designated “What the railway 
officials will beac.” In other cases they have acted as a board of 
arbitration between the railways and the shippers.”° The orders 
made often have the appearance of a compromise, without any 
adequate investigation into the merits of the case. The remark 
of Commissioner Prouty in the Danville, Va., case is an excellent 
illustration of the views of the various commissions when dealing 
with important rate questions: “It is impossible to apply to the 
solution any definite rule. Each case has to be considered upon 
its own peculiar facts. It is difficult in every case to determine 
what ought to be done in justice to the public and to the carrier, 
and it is even more difficult to state the reasons for that deter- 
mination.’’*4 
(2) By the Hepburn amendment to the Interstate Commerce 
Act the Commission was, in addition to its former powers, 
authorized and empowered to prescribe a system of accounts, and 
upon complaint and after a hearing, to establish a maximum rate 
which it should be lawful thereafter for the railways to charge. 
In accordance with the first provision the Commission, under the 
immediate direction of Professor Henry C. Adams and with the 
active coOperation of the American Railway Association and the 
Association of American Railway Accountants, has prescribed a 
system of accounts giving in detail the classification of operating 
expenses, revenues and expenditures for road and equipment, and 
also locomotive miles, car miles, and train miles. This system of 
accounting is exceedingly well adapted to the purpose which the 
Commission apparently had in mind, i. e., the comparison of 
expenses and revenues of the same general nature on the various 
lines of railways in the United States. It is not, however, partic- 
ularly well adapted to finding the cost of the service; thus while 
* Prouty, a commissioner, observed in one case: “Probably the true solu- 
tion of this controversy is to be found in a mesne between the contentions 
of the two parties,” thus virtually assuming that both must be wrong. 


I. C. C. Reports, VII, p. 458. 
*T. C. C. Reports, VIII, p. 409-442. 
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passenger and freight revenue is kept separate, there is no 
particular attempt made to keep the expenses of these depart- 
ments separate according to sources. Moreover, no consideration 
is given to the problems of fundamental importance in determin- 
ing the cost of passenger or freight traffic or classes of freight 
traffic, namely, how the common expenses shall be pro-rated 
between the several departments and how both the revenue and 
expenses shall be apportioned among States. Such being the 
case, it is perhaps hardly to be expected that the Interstate Com- 
merce Commission in determining the reasonableness of par- 
ticular rates should give much attention to the cost of the service. 
Notwithstanding this fact, it is desirable to examine briefly into 
the Commission’s method of procedure when a cost method is 
absolutely necessary to make a decision anything more than a 
guess. 

The Commission has, on many occasions, asserted that “there 
is no standard by which either the cost of the service or the 
reasonableness of these rates can be fixed with any certainty.’’** 
It has on several occasions stated that elaborate computations 
were offered in evidence by the railroads,”* but it does not appear 
from an examination of the cases that the Commission has either 
scrutinized the correctness of the railroads’ method of apportion- 
ment of common expenses or made any computations of this 
character for their own information. Indeed, the Commission 
apparently gives very little weight to such methods,.and in one 
case distinctly rejects the cost of the service for any particular 
commodity as a just or proper basis of the reasonableness of the 
rate.** In fact, it has definitely stated that “where particular 
rates on a particular commodity between particular points are 
challenged, the question of net earnings on the particular lines 
involved is not so important unless it be shown that the margin 

“The Creamery Cases, Opinion 969, I. C. C. Reports, p. 132; also Kindel 
vs. Express Company, April 14, 1908, p. 496; Opinion 698, p. 503; Opinion 
760, p. 57; Opinion 809, p. 319; Opinion 874, p. 17. 

* Opinion 608, p. 53; Opinion 809, p. 319 et seq. 

* Opinion 874, p. 17. “To divide the system into its constituent elements 
and to require that each shall show a surplus commensurate with that yielded 
by the business of the system as a whole in justification of a particular rate 


on one commodity is not the usual, and it is not believed to be the proper, 
basis upon which to measure the justness of such rate.” 
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of profit is so small on the system’s business as a whole that a 
reduction in the particular rates would reduce the whole income 
below the reasonable profit point.” In short, when the earnings 
are more than sufficient to pay a reasonable return upon the 
investment as a whole, the Commission will reduce any rate that 
seems to be out gf harmony with the rate system in general with- 
out regard to the profitableness or unprofitableness of this 
particular class of traffic. This attitude of the Commission appar- 
ently explains the fact that almost without exception, when rate 
questions are involved, the Commission uses the comparative 
method of determining the proper rate. 

While the Commission gives great weight to the influence of 
competitive conditions in the adjustment of rates, it does not 
believe that, because low rates are brought about in this way, 
high rates on other parts of a railroad are necessarily justified; 
nor is a high local rate approved because of a low proportional 
rate on shipments through the same point.*° Again, the Com- 
mission will not accept it as conclusive argumentation that because 
rates are low over one line, they therefore ought to be low over 
every other line; nor does a voluntary reduction in rates prove 
that the former rates were unreasonably high. The Commission 
approves of the policy generally adopted by railroads of extend- 
ing the competitive area of manufacturers by making rates to 
distant points relatively lower than to near-by points*® ; and within 
certain limitations the railroad may consider the conditions under 
which the industries on its line and in the same general territory 
with other industries are conducting their business.2*7 The Com- 
mission also holds that it is proper to make rates in proportion 
to the value of the goods, giving low cost goods low rates and 
goods of higher commercial value higher rates; it also expresses 
the opinion that the most satisfactory comparison available to 
ascertain whether a relative injustice is being done one section as 
against another or one commodity as against another, is through 
the earnings per car.** 


* Opinion 874, p. 16. 
* Opinion 875, p. 24; Opinion 919, p. 203. 
* Opinion 875, p. 24. 
* Opinion 895, p. 114. 
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Notwithstanding this evident disregard of the cost of the 
service principle, the Commission, since it was definitely 
empowered to fix rates, has been giving more attention to the 
cost of transportation, although in a very general way and with- 
out the application of scientific accounting principles. This 
movement has in some cases been introduced by the railroads in 
self-protection; for example, when certain ice companies brought 
an action before the Commission to secure a reduction of rates 
on ice transported over the Erie and the Delaware, Lackawanna & 
Western from points in New York and Pennsylvania to the New 
York and Philadelphia markets, the railroads introduced accounts 
for the purpose of showing that this service was being conducted 
at only a little above its actual cost, and that therefore the reduc- 
tion of rates would cause an actual loss.2? The Erie Railroad 
Company presented data showing, according to their method of 
distributing expenses, that the cost of the ice service over a 
particular line for the season was as follows: maintenance of 
way, $3,000; maintenance of equipment, $7,000; transportation 
expenses, $5,000.°° The Commission in examining this state- 
ment observed that, according to the figures presented by the Erie 
Railroad Company, the cost of the maintenance of way amounted 
to 20 per cent., maintenance of equipment to 4624 per cent. and 
transportation expenses to only 33% per cent. as compared with 
18 per cent., 29 per cent. and 48 per cent. for these items respec- 
tively for the whole railroad. The Commission held that the 
cost of maintenance of way in the ice service was fixed too high 
because it was computed upon a mileage basis while the trains 
were comparatively light and also since “this [expense] must 
have been incurred almost or quite in toto if this ice train had 
not run.’’ The Commission also thought the cost of maintaining 
equipment higher than it ought to be on the ground that part of 
the expenses was estimated and the “basis of the estimate is mani- 
festly wrong”; it does not, however, state its reasons for so 
thinking. The Commission, therefore, concludes that the fair 


* Opinion 809, p. 316. 
*In addition to the above expenses there was a haul of over four miles 
from another branch line not included and the terminal expense at Jersey 


City was not stated. 
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cost of doing this business under normal conditions would not 
exceed $10,000, and therefore a small reduction in rates would 
not render the business unprofitable. The method used by the 
Lackawanna Railroad Company was somewhat more scientific. 
The actual movement expenses of a train of thirty cars, empty 
one way, was found for the round trip; the “indirect line cost” 
per car was computed by distributing expenses between the 
passenger and freight departments, and then the average cost per 
ton-mile was calculated for the whole road. The cost of the ice 
business was then computed per car and an arbitrary added 
because the empty car movement was greater in this business than 
the average for the system. The terminal expenses were found 
by dividing the total freight terminal expenses by the number of 
cars handled. By this method the movement expenses were 
found to be $2.29 per car, indirect line expenses $9.63, indirect 
terminal expenses $7.28. To this was added the sum of $0.35 per 
car on account of the extraordinary cost of maintaining ice cars. 
The total cost per car for the round trip was thus found to be 
$19.55, while the revenue, $0.85 per ton, amounted to $22.95, 
leaving a profit per car of $3.40. The Commission rejected the 
cost accounting submitted by the Lackawanna Railroad Company 
chiefly on the ground that there is no warrant for the assump- 
tion that either the indirect line expense or the indirect terminal 
expense per car was as great as it was for the average traffic. 
“On what theory,” it asks, “can it be assumed that the traffic 
shall pay in proportion to the number of tons exactly the same 
contribution to the fixed charges that all other traffic pays?” It 
therefore concluded that, since there was a wide margin between 
the movement cost of $19.55 per car and the revenue $22.95 per 
car, there was little doubt that the rates might be materially 
reduced and still leave a fair profit. 

In all of the cases decided by the Commission previous to 
February 9, 1909, even where the cost of the service was con- 
sidered, that factor was an unimportant element in its effect upon 
the decision. That is, the cases were decided with reference to 
the “general situation,” taking into account all factors—the 
competition of railroads, of commodities, markets, etc., etc. In 
the Spokane case three questions were raised, namely : 
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First. Do the rates of the defendants unduly discriminate against Spokane 
in favor of coast points? This includes the further inquiry whether these 
rates are in violation of the fourth section. 

Second. Do the defendants improperly allow certain privileges to coast 
traffic which are denied Spokane, like the mixing of carloads, lighter 


minimums, etc. ? 
Third. Are the rates applied by the defendants to Spokane inherently 


unjust and unreasonable? 

After a review of the facts and the law the Commission decided 
that in the first and second issues Spokane had no cause for 
complaint. The real question, it was stated, was as follows: Are 
the rates unjust and unreasonable in themselves under the first 
section of the act? In the determination of this question, the 
Commission accepted without discussion the general principle that 
a railroad is entitled to charge rates sufficiently high to enable it 
to earn a fair return upon its investment. In applying this 
principle to the case, two subsidiary questions of the greatest 
moment were immediately raised, viz.: (1) May the rates be 
reduced to a point where only that line whose lowest total 
operating cost is the lowest may earn a fair return upon its 
investment, or must the rates be sufficiently high so that the road 
least favorably situated may earn a living?** After citing the 
Charles River Bridge case and the Brunswick and Topsham 
Water cases and discussing their bearings upon this case, the 
Commission decided that regard must be had not altogether to 
any one particular railroad, but to the “whole situation,’** and 
therefore they considered the effect of their proposed order upon 
all the railroads directly interested. It was further inquired: 
(2) What is the value of the investments upen which the rail- 
roads are individually to be permitted to earn a fair return? 
After quoting in full the principles laid down by the court in 


" City of Spokane, et al. vs. N. P. Ry. Co. et al., I. C. C. Reports, Opinion 
820. 

“In this case, it was argued that the Northern Pacific was a more expen- 
sive road to build and operate than the Great Northern. Consequently, if 
rates were forced down to a point where the Great Northern could earn 
only a fair return upon its investment, the Northern Pacific, since it would 
have to observe the same rates of fare on its through business, would be 
bankrupted. Opinion 820, p. 391-2. 

* Opinion 820, p. 394. This opinion was in accordance with a previous 
opinion found in 9 I. C. C. Reports, p. 382. 
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Smith vs. Ames,** it was stated that the Commission had certain 
| information more or less complete on the following points: (a) 
| an estimate of the cost of reproducing both the Northern Pacific 
1 and the Great Northern railways; (b) some information as to the 
4 H actual cost of each; (c) the present capitalization of each; and 
) (d) the gross-and net earnings for a series of years for both 
roads, together with the estimated reduction in the earnings for 
the same amount of traffic under the proposed rates. 
t Each railroad submitted a detailed statement of the grading, 
iH tunnels, bridges, culverts, rails, ties, and the other items of con- 


struction, together with the amount of land used and the entire 
equipment; and applying present day prices, it was found that the 
) cost of the Northern Pacific and Great Northern was each 
fi approximately four hundred million dollars. These estimates 
were submitted to Mr. Gillette, the engineer of the Washington 
- State Railway Commission, who reduced the cost of construction 
a items by $69,000,000 for the Northern Pacific and by $80,000,000 
. for the Great Northern. The Commission, in reviewing these 


| estimates, made the wise but somewhat trite observation that ‘as 
usual, the truth undoubtedly lies somewhere between these rather 
wide limits.” 

i | The Commission then reviewed the evidence submitted by the 
ye railroads showing the cost of original construction, but on 
examination of this evidence found that the books and records 
had been so inaccurately kept that no reliance could be given to 
this data. The capitalization, it was found, had little relationship 
to either cost or value, and this criterion was therefore abandoned 
1 as showing the value of the investment. Even in its attempts to 
find the earnings of the two railroads for a series of years, the 
Commission was far from successful. It was found that for the 
past ten years in the case of the Northern Pacific and since 1891 
for the Great Northern, interest on all of the bonds issued and 
dividends on the stock had been regularly paid. In addition each 
railroad had accumulated in the form of surplus and permanent 


* Smith vs. Ames, 169 U. S., 466. 
* Opinion 820, p. 396. 
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improvements taken from earnings over fifty million dollars.*® 
The statement of earnings as presented was further complicated 
by the fact that both the Great Northern and the Northern Pacific 
either directly or through subsidiary companies owned valuable 
coal and iron mines. In the case of the Northern Pacific, coal was 
sold both to the railroad company and to the public at a price 
which enabled the subsidiary company to pay interest upon its 
$7,000,000 of bonds and a dividend of 629 per cent. upon its 
capital stock of $2,775,000, giving the Northern Pacific stock- 
holders an extra dividend of $11.26 per share.** 

On the data substantially as presented in the brief outline given 
above, the Commission held that while it was both legally neces- 
sary and economically advisable to permit rates that would attract 
capital to invest in railway securities, both railroads had been 
earning at an excessive rate and therefore it was decided that a 
reduction of rates to Spokane should be ordered. To further 
substantiate its conclusions the Commission presented a number of 
tabulations showing the rates for similar commodities for 
approximately the same distances in other parts of the United 
States. 

The Commission, it should properly be added, appreciated the 
fact that its methods were unscientific and therefore unsatisfac- 
tory; it was stated at one point that “there is no absolute test 
of a reasonable rate and the government has supplied none.”’** 
It might have added with very great propriety the following pro- 
position, viz.: The Interstate Commerce Commission was created 
for the purpose of considering in a reasonable and intelligent way 
the very question which it here confessed had not yet been solved. 
It is to be hoped that following the inauguration of a systematic 
and comprehensive system of accounts for all the railroads in the 
United States, the Commission will give less attention to legal 


“The data presented in the opinion of the Commission is so meager that 
it is impossible properly to interpret the actual conditions as to the net 
earnings of either road. It is, of course, necessary to present a balance sheet 
as well as a statement of earnings in order to determine the true financial 
status of a railroad company. In this case a very incomplete statement of 
earnings alone was presented by the Commission. 

* Opinion 820, p. 97. 

* Opinion 820, p. 416. 


142 Yale Review. [ Aug. 


precedent and more to the principles of economics and of account- 
ancy, and thus of its own motion inaugurate a reasonable test of 
a reasonable rate.*° 


IV. 


The Wisconsin Railway Commission was the first to break 
away from the unscientific method which has been employed by 
the Interstate Commerce Commission since it began its work in 
1887 and by all of the other State commissions. The Wisconsin 
; Commission has therefore been obliged to blaze a new path 
through the wilderness of conflicting methods of accounting and 


, of theories of railway rates. It fortunately began to apply its 
| theories and methods in passenger rate cases where the condi- 

ie easily applied. Having begun thus fortunately, and also scien- 


tifically, and finding that it was possible to introduce system 
where chaos formerly reigned supreme, it was a foregone con- 
clusion that the Commission would make the attempt to introduce 
the same scientific methods into the determination of freight-rate 
cases. Indeed, in one of the first cases on freight rates which 
came before it for decision, the general principles upon which the 
Commission has since acted were stated as follows: “We think 
it a basic principle that all persons desiring to use the quasi public 
highways of our country should be accorded the privilege of 
doing so on payment of a reasonable compensation for the service 
performed and that no greater compensation should be exacted 
from one than from another for a like service. . . . It seems to 
us to be alien to the purpose of a Public Service Corporation to 
| refuse to abide by this principle and to dictate who shall and who 
shall not do business on its line of road.”*° 

In its first attempts to apply these general principles to specific 
cases, the Railroad Commission of Wisconsin gave considerable 
attention to relative rates, making elaborate comparisons between 


a | tions are simpler and where, therefore, the principles are more 
} 


— 


* In a still later opinion, No. 874, rendered April 12, 1909, the Commission 
further considered the accounting problem involved in the determination of 
freight rates on the basis of the cost of the service, with the same 


unsatisfactory result. 
““Reports of the Wisconsin Railway Commission,” Vol. I, p. 88. 
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the rates for the same class of traffic in Wisconsin and in the 
neighboring States where traffic and operating conditions were 
fairly similar, and also between different railroads in Wisconsin. 
The more elaborate the comparisons became, the more dissatisfied 
the Commission seems to have felt with this method as a final 
solution. More and more the Commission turned to a study of 
the real cost of the service,*! and in order to use this method of 
determination, it was found necessary to consider the various 
plans for apportioning common or joint expenses among classes 
of freight traffic by a process entirely similar in its general 
principles to that pursued in separating the common expenses 
between the freight and passenger departments. This situation 
is well illustrated in the sugar rate cases.4* After an extended 
discussion of the relation of the sugar rate to other rates of the 
same general character, and to the cost of this particular service 
in comparison with other branches, the Commission suddenly 
turned to a consideration of the cost actually incurred and finally 
decided the case upon the cost basis.** It is unfortunate from the 
scientific point of view that the Commission nowhere states the 


““But, as already alluded to, rate comparisons do not often constitute 
sufficient evidence upon which to decide cases of this character. Other facts, 
in addition to the rates, are usually required for a full understanding of the 
question at issue. While the kind of the evidence that may be needed will 
necessarily vary with the character of the questions that are involved, there 
is one class of data that is of the greatest importance whenever the reason- 
ableness of the rates is questioned, and that is, such facts as will tend, at 
least, to show the approximate cost to the carriers of performing the services 
in question.” Decision 58, p. 9. See also Chippewa Sugar Company vs. 
Railway Companies, Decision 29, p. 24. 

“Chippewa Sugar Company vs. Railway Companies, Decision 29. 

““But important as the facts which have thus been examined may be, they 
are not the only ones upon which we may base our decision in this case. 
For the purpose of obtaining more definite information concerning both the 
units of transportation and units of service we have carefully analyzed the 
operating expenses of the roads. We have endeavored to fairly apportion 
these expenses between the different classes of traffic and to find some trust- 
worthy methods upon which they might be properly separated between 
terminal and movement expenses, and also by which both the terminal and 
the movement expenses may be equitably adjusted according to kind and 
volume of the traffic. We have also endeavored to ascertain the difference 
in the cost between the local and through traffic, and to find some basis upon 
which the movement expenses can be so adjusted that each of these classes 
of traffic is adequately provided for.” Decision 20, p. 24. 
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exact process which it has adopted for pro-rating the expenses 
between different classes of freight traffic. It is clear, however, 
that the terminal expenses per carload are first found, that then 
the movement expenses are determined by assigning the actual 
expenditures so far as possible to particular classes of traffic, and 
that then the common expenses are apportioned separately for each 
class, different criteria being employed in each case.** In a 
general way the complete process adopted by the Wisconsin Com- 
mission is given in outline in the case “Jn re Rates on Pulp 
Wood.” Since the method is stated in its barest outlines, the 
statement is here given in full: 


To determine even the approximate cost per unit of transportation to the 
carriers is very difficult, and can only be done through series of long and 
complicated calculations, most of which have been explained in former deci- 
sions. The first step necessarily involves a separation of the expenses 
between the different branches of traffic. Complicated as this is, it is yet 
our judgment that it can be accomplished with a fair degree of accuracy and 
in a manner that is fair to all concerned. The next step is to separate the 
expenses on the basis of which the traffic is handled, that is, between the 
cost of handling the traffic at the terminal and the cost of moving it between 
the terminals. In this case, as in the case of separating the expenses between 
the different branches of traffic, many items are met with which are common 
to both sides and which do not readily admit of exact distribution. But 
even these difficulties may be overcome. Upon close and detailed examina- 
tions of the various factors involved, some way can usually be found in 
which the common items can be fairly and equitably assigned. This is not 1 
matter of opinion merely, but has been shown to be so in actual practice. 
The next step consists of finding some units upon which the various classes 
of these expenses, or the terminal and the movement costs, can be pro-rated, 
and the gross and net cost per any given quantity of the traffic be determined. 
The best units for this purpose would seem to be the loaded car. This must 
necessarily be so since freight is usually handled and moved in carloads. 
The terminal costs, for instance, may be pro-rated on the number of these 
cars and the movement expenses on their mileage. 


““Without going into details, which is impracticable here, it can be said 
that through the re-classification and re-arrangement of a large part of the 
operating expenses and by obtaining a great deal of operating and traffic 
data, in addition to the statistics which are usually found in the reports of 
the roads, we are able to ascertain the approximate cost per unit of trans- 
portation of both the terminal and movement expenses for lighter as well 
as for heavier carloads and for the way freight as well as the through haul. 
With the assistance of the classifications and tariffs now in effect a basis 
has also been developed upon which these costs may be adjusted according 
to the value of the products with a fair degree of accuracy.” Decision 59, 


Pp. 30. 
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When the cost per car in turn for terminal expenses is pro-rated upon 
the freight in the car the amount of these expenses to each unit of the traffic 
is obtained. When the cost per loaded car per mile is pro-rated on the 
weight of both the car and the load the average cost per gross ton per mile 
of haul is found. This cost per gross ton, or other unit, can be used as the 
basis upon which the movement expenses per net ton or other unit is com- 
puted. Under these methods it is possible to determine the average cost per 
net unit of traffic of handling the freight at the terminals, as well as of 
moving it between the terminals. Furthermore it is possible from the data 
as a whole to ascertain these costs under various kinds of loading or for 
lighter as well as for heavier loading. 

The fourth step involves such an adjustment of these costs as to apply 
to local as well as through business. In these operations, however, the 
terminal expenses are not involved. It is perfectly clear that these costs 
have no relation to the length of the haul. They appear to be as great for 
a carload going a hundred miles as for one going five hundred miles. The 
movement costs, however, vary with the distance and not far from in the 
same proportion. But the cost of handling way freight which makes fre- 
quent stops and slow time, is relatively much greater than the cost for 
through freight or traffic which is moved through from one place to another 
on faster schedules. To determine the difference in the cost as between 
through and local traffic, like all other apportionments of expenses, is far 
from an easy matter, but under a complete analysis of both the expenses 
and operating conditions, it can be done in a manner that would seem to be 
fair all around. 

In this manner it is possible to obtain approximately correct ideas of the 
cost per unit to the carrier for handling the traffic. This cost is undoubtedly 
the most important element in rate making. This is particularly true since 
it is possible to ascertain the same for less than carload as well as for 
carloads, or for both smaller and larger shipments. The value of products 
is an element that in importance in this respect is second only to the cost. 
As already pointed out, articles of high value can fairly bear higher rates 
than low priced ones, and in view of this fact it is only just that the charges 
levied for transportation should be relatively greater in the former case.® 


It will be noticed that the system adopted by the Wisconsin 
Commission provides a double standard of reasonable rates; 
first, that of cost of service and, second, that of the value of the 
articles transported. In regard to the first, there can be, from the 
theoretical standpoint, little difference of opinion: each class 
of traffic should pay its own costs; in other words, there should 
be no parasites on the freight service and no paupers transported 
in freight cars.4* The real difficulty in the application of this 
“ Decision 89, p. 57. 

““In every rate case which we have heretofore decided involving the 


reasonableness of the rate in itself, we have acted upon the assumption which 


we regard as fundamental, that every branch of the railway service shall 
10 
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principle is found in the method of keeping accounts and the 
absence of any absolute standard for distributing the common 
expenses. The method used by the Wisconsin Commission seems 
to be worked out upon a sound basis and to be sufficiently accurate 
for the purposes for which it is intended. It is, however, impos- 
sible to judge pf this latter point in the absence of more detailed 
information as to its practical application in specific cases. 

The cost basis is, however, modified in its application by the 
Wisconsin Commission in accordance with the commercial value 
of the goods transported. This practice, if it can be justified at 
all, must be justified upon one or both of the following grounds: 
First, that the risks are greater in case of loss or damage and the 
care demanded in the transportation of valuable goods is thereby 
increased. Since loss, damage, and care in shipment are elements 
in the actual cost of transportation and show themselves in the 
greater cost of carriage of the more valuable goods, this method 
of justification must of course be rejected wherever the real costs 
of transportation have been accurately determined. Again, the 
more valuable goods, it is said, are able to bear a relatively higher 
rate. The consideration of this theory, which has become a 
classic in the American railway system of rates and is even openly 
approved by the Wisconsin Commission, the protagonist in the 
use of the cost of the service standard, is so involved from the 
economic standpoint that a brief and somewhat tentative state- 
ment only will be attempted here. It is of course obvious that 
the added cost of transportation for the more valuable goods will 
fall either upon the producer of the goods or upon the consumer, 
or will be shared by the two parties. It is also obvious that the 
higher price of transportation will further limit the use of the 


pay its own way and that every class of traffic within each branch shall, as 
far as commercial and competitive conditions permit, stand on its own 
bottom. While, technically, the law, as interpreted by the court up to the 
present moment, may not require this in all cases, we are convinced that the 
spirit of the law does require it. Equity positively demands it and rational 
social and economic theory supports it. In the case under consideration car- 
load freight is made to bear the total expense of carrying not only less than 
carload freight, but also of passengers. We do not know how great this 
expense is; the amount of it is immaterial. In our judgment such a prac- 
tice on the part of a common carrier is unlawful, inequitable, and economi- 
cally and socially parasitic.” Decision 60, p. 9. 
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goods and to this extent diminish the amount offered for trans- 
portation. Wherever an economic society is made up of indi- 
viduals of approximately equal wealth, the more valuable goods 
are either those whose quantity is strictly limited by nature and 
which may or may not be capable of being somewhat more freely 
produced, or those which answer the more urgent and pressing 
wants of society. In either case it would be a distinct economic 
gain to the community to have the rate of transportation low upon 
such goods. Inacommunity composed of both poor and wealthy 
classes, the situation is somewhat different : here the higher priced 
goods may to a certain extent be those which the wealthy wish to 
use for immediate personal gratification or personal vanity and 
which do not contribute at all to their permanent comfort or 
well-being. In such cases the higher rate of transportation falls 
as a tax upon the producers or consumers of these commodities 
according as the production is monopolized or the reverse. Since 
most modern nations—those in which railway transportation has 
become general—have developed well-defined wealthy classes, it 
is evident that such a rate system is likely to act as a progressive 
tax upon such classes or upon the more prosperous business enter- 
prises. The burden of the higher rate will fall upon the producer 
or consumer according to the degree of monopoly power pos- 
sessed by the producer. In a perfect competitive society, all 
goods sell in the market at their cost of production: if, now, in 
such a society, any railway company should raise its rates on any 
group of commodities, such action would increase the cost, of 
production of the goods on the market, the price would necessarily 
rise, the quantity of goods sold would be lessened, and the con- 
sumers would contribute to the railroad companies the amount of 
increase on each unit transported and sold. No perfect competi- 
tive society has ever existed, nor is any such promised in the 
immediate future; goods are produced and sold under fierce 
competition, under restricted competition, and under partial or 
almost complete monopoly. When goods are produced under 
monopolistic conditions, the producer fixes the price and deter- 
mines the amount of the output in such relation that his net 
profits are at a maximum; an increase in freight rates cannot 
under such conditions be shifted to the consumer and must there- 
fore be borne by the producer. When the production of goods 
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is partially monopolized, the increased cost of production will be 
shared by the semi-monopolistic producer and the final consumer. 
In either case the railroads profit at the expense of both the pro- 
ducer and the consumer of the goods in question.‘ 

The system is further justified from the economic point of view 
on the ground that the increased revenue from the more valuable 
goods enables the railroad to carry low-priced goods at less than 
cost where each class of traffic is charged with its proportion of 
the fixed expenses. That this is a possible situation is not open 
to question, but that any railroad carries low-class traffic at rates 
less than competitive or industrial conditions make necessary, is 
not probable. However, any railroad that has its transportation 
facilities only partially utilized is under economic pressure to 
secure more traffic from whatever source possible; higher rates 
on high-priced goods furnish it with a fighting fund which is 
often used to carry on a traffic war with a neighboring railroad. 
Under normal conditions, the railroad with the lowest cost of 
transportation will finally secure the competitive traffic. In this 
case, the railroad that is in a position to levy a tax upon the pro- 
ducers and consumers of the more highly valued goods is in a 
position to conquer or subjugate a competitor more fitted to 
survive and furnish transportation facilities to the community, 
through the use of a fund taken from the users of the more valu- 
able goods without rendering, from the social point of view, an 
equivalent for it. A more complete and searching analysis of 
this situation will convince the student of general social welfare 
that no system which permits a railroad company to secure a 
large surplus revenue from the goods most in demand by the 
community can be justified from the larger point of view. This 
system is, however, in almost universal use, is sanctioned by the 
letter of the law of the land as interpreted by the courts, and has 
therefore become an integral part of our industrial life. Transi- 
tion from it to the cost of service basis ought to be a gradual one; 
but in the interests of general economic welfare of the future, the 
transition ought to be made. 

“Wherever the consumer bears any part of the increased rate, the sale 
of the goods will be less and the railroads will thus lose in quantity of 
freight transported while gaining in the rate. Wherever rates can be 


increased without decreasing the quantity of goods transported in like pro- 
portion, such action is likely to be taken. 
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It has been assumed in the discussion thus far, though without 
direct proof, that rates on certain classes of goods, viz., local 
traffic and valuable goods, are relatively high. It will be noticed 
that, unless the cost of the service can be found with reasonable 
accuracy, any assumption of this sort is purely hypothetical. 
The Wisconsin Railway Commission has developed a system that 
determines the approximate cost, but, owing to established 
industrial conditions, has not attempted to apply it except in a 
modified way. The cost of the service principle is, however, of 
the very greatest importance to the railways themselves. Mr. 
Haines calls attention to this fact and is authority for the state- 
ment that the railways have in the past lost millions of dollars 
through sheer ignorance of railway costs, by making rates below 
the cost of the service as well as below what the traffic would have 
borne.*® Of the truth of Mr. Haines’ statement there can be no 
reasonable doubt. Why, then, have the railways administrators 
not insisted that accounts be kept in such a way as to facilitate 
the process of finding the cost of the service, and why have they 
not developed a system comparable with those used in the best 
manufacturing and commercial establishments? The answer is 
evident. First, the operations are more complicated and there- 
fore the problem is more difficult of solution. Second, the 
railways administrators have in most cases been so fully occupied 
with taking care of the traffic offered that they have not felt the 
need of determining costs as a means of self-protection. Third, 
the railway officials have been trained in a school where the 
principal maxim has been “charge all the traffic will bear,” and 
they have generally believed that the traffic will bear in nearly all 
cases somewhat more than the cost of the service. And, fourth, 
railway accounting, as all other accounting, has been developed 
for the chief purpose of protecting the proprietors’ interest 
against fraud, mistakes and theft. It is only in recent years that 
administrators have begun to use the science of accounting as an 
aid to increased efficiency of the various departments and of the 
institution as a whole.*® Some of the more progressive adminis- 


“Haines, “American Railway Management,” p. 24-27. 
“Duncan, “A Definition of Accounting.” Journal of Accountancy, 
February, 1909. 
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trators are, however, giving cost accounting as applied to rail- 
ways the attention which its importance deserves, and it is entirely 
safe to predict that, largely as a result of this recent movement, 
an orderly and equitable system of railway rates will be gradually 
developed in the United States. 

Perhaps the, most important contribution to the science of 
railway accounting in connection with the cost of the service is 
to be found in the work of Mr. T. M. R. Talcott in the manage- 
ment of several of the southern railways, the results of which are 
published in a volume of less than one hundred pages.” It is, 
of course, impossible to give anything more than a mere outline 
of Mr. Talcott’s method of determining the cost of transporting 
goods and persons without reproducing a considerable portion of 
; his book. In brief, the system is as follows: transportation 
| includes three classes of service in varying proportions, viz., train 
mileage, car mileage, and gross ton mileage for both the passenger 
and the freight departments. Accounts must therefore be kept 
showing each of these items in both passenger and freight busi- 
ness. Wherever it is impossible to keep the expenses separate, 
they are apportioned between passenger and freight service as 
follows: (1) fixed expenses, including administration, taxes, 
maintenance of way, and interest on investment are divided on the 
basis of the relative gross ton mileage with proper corrections for 
at the speed of the train service; (2) terminal expenses are directly 
separated for most items; (3) train expenses are directly sepa- 
rated in practically all cases; (4) car expenses are directly 
separated in the same way; (5) gross tonnage expenses, covering 
fuel, water, and wear and tear of track, and apportioned on the 


- 


os 


sd . basis of relative gross ton mileage with proper allowance for 
relative speed of trains. 

‘ F It is possible by this system, Mr. Talcott finds, actually to sepa- 
os rate not less than 75 per cent. of all the expenses; and he found, 


= 


tH in applying this method of separation to a particular case for the 
| remaining 25 per cent., that the passenger cost was 29% per cent. 


““Transportation by Rail: an analysis of the maintenance and operation 
of railroads, showing the character and cost of the service performed by 
railway companies in the maintenance of highways for commerce and as 
common carriers of passengers, freight, and the United States mails over 
such highways.” 
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while that of the freight department was 70.5 per cent. Having 
determined the total cost of the freight service, Mr. Talcott pro- 
ceeded to analyze the cost of the various classes of freight traffic. 
This is accomplished by first finding “units of cost” of the freight 
service for the most important classes of freight ; then, using these 
units of cost, it is of course possible to find the total cost of addi- 
tional classes of service of any particular kind where the condi- 
tions approximate those for which the units of cost are known. 
By means of a large number of experiments the additional cost 
of increased speed, of curvature, and of grades was also deter- 
mined; and, on the other hand, the saving due to heavier rails 
and larger and more powerful locomotives could be found for 
both the freight and the passenger service. Two further condi- 
tions were subjected to the same careful analytical test, viz., the 
relation to the cost of the service of weight and value in propor- 
tion to bulk, and also the relative cost of long and short distance 
traffic. The method used in the first case is not presented in 
detail, but the general principle adopted may be stated approxi- 
mately as follows: for a given tonnage the cost of transportation 
varies directly with value, since the railway is the insurer of the 
goods while in its possession, and directly with the space occupied, 
since bulky goods reduce the proportion of the paying load to the 
gross tonnage. The second question is worked out in consider- 
able detail, but, owing to the fact that the data kept by the rail- 
road were not completely separated for the through and local 
traffic, certain assumptions were made and only approximate 
results were reached. The general conclusions drawn from the 
statistical analysis of the operation are stated as follows: 


(a) If the number of tons of freight handled by each train is the same 
and the average load of one of them is reduced during its run without 
reduction in the average number of cars per train, the terminal, train and 
car expenses are the same per ton notwithstanding the difference in the 
average hauls and only the fixed and gross tonnage expenses are variable 
per ton mile. 

(b) If the number of tons handled by each train is the same, and not only 
the average load but also the number of cars is reduced during the run, the 
terminal and train expenses are the same per ton notwithstanding the 
difference in the average haul of the freight; and the fixed, car, and gross 
tonnage expenses are variable per ton mile. 

(c) If the number of tons handled by each train is not the same, whether 
the number of cars is the same or not, only the terminal expenses are the 
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same per ton and the fixed, train, car and gross tonnage expenses are 
variable per ton mile.” 

As a result of this process, the approximate cost of transporta- 
tion per ton mile on the given railway of 189 miles was found to 
be as follows: 


Constants. Cents per ton. Cents per ton mile. 
10 ‘miles 61.98 6.198 
50 “ 91.95 1.825 
100 127.83 1.279 
150“ 164.41 1.096 
18% “ 192.95 1.021 


The cost per ton is thus found to be proportional, not to the 
distance, but to a certain function of the distance. This function 
varies with actual operating and traffic conditions, but it is inter- 
esting to note that Mr. Talcott finds it, for practical purposes, 
approximately proportional to the square root of the distance. 

The system inaugurated by Mr. Talcott and used for a period 
of years to determine the cost of transportation on a small 
railway may be applied to the operations of any railway, however 
extensive and however complicated its operations, by competent 
railway accountants or by any commission availing itself of the aid 
of such accountants, provided the necessary books are regularly 
and properly kept. It differs from the Wisconsin system chiefly 
in the use made of the gross ton mileage as a basis for pro-rating 
the fixed expenses, maintenance of way, and the cost of moving 
trains. Since records showing the gross ton mileage are not 
always kept by the railroads—and even if kept, are not usually 
available to the public—it is impossible to apply the two methods 
above described to a particular railway and secure a comparison 
of results. It seems probable, however, from a careful examina- 
tion of the two processes, that the final results in such a compari- 
son would not materially differ. 


VI. 


The chief difficulties encountered in determining the cost of 
transporting freight are thus, it will be noticed, not primarily 
economic or accounting, but commercial; it therefore follows 


"Talcott, “Transportation by Rail,” p. 72. 
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that if all commodities could be reduced to a common unit com- 
parable with the passenger mile in passenger traffic, these 
difficulties would largely disappear. Such a plan has been pro- 
posed, discussed, and partially formulated, but with small expecta- 
tion of its immediate adoption by the railroads, owing to the 
fact that it would to a considerable extent interfere with the 
present practice of charging what the traffic is supposed to be 
able to bear. Such a plan has no inherent difficulties and cer- 
tainly is no more complicated than the present system of classified 
and commodity rates. The real difference is this: The present 
system is the result of the experience of three-quarters of a 
century, and has become a part of our commercial and industrial 
system. To formulate and adopt a universal freight unit in 
which the elements of weight, space, value and fragibility should 
enter in proper proportion would constitute a revolution in the 
commercial world comparable to that great alteration of view- 
point which followed the discovery of the sphericity of the earth 
or of the circulation of the blood. The commercial world would, 
in all probability, adapt itself to the new system with less difficulty 
than was experienced in converting men to a rational view of the 
structure of the universe and of the human body. With the 
inauguration of such a system, competition in the industrial and 
commercial spheres would resume its normal condition to a much 
larger extent than is possible at present. The natural rivalry of 
manufacturers and merchants would then be directed, in the 
absence of obstructions imposed by an arbitrary system of rail- 
way rates, toward supplying the goods most dearly prized and 
therefore of highest commercial value, it being understood that 
the railroads would, under this system, serve all localities and all 
commodities on substantially similar terms. Discrimination 
between commodities and places, just as discriminations between 
persons, would, as a result, become a thing of the past. This is 
the goal toward which the industrial and commercial world is 
moving, and when it is reached, the “absolute test of a reasonable 
rate” will have been found. 


Maurice H. Rosinson. 
The University of Illinois. 
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I. 


DISCRIMINATION. 


ISCRIMINATION in fire insurance rating has two 
effects. First, substantial injustice is done to competi- 
tors, be those competitors individuals, corporations or cities; 
second, maladjustment of fire insurance rates has a very serious 
effect upon the annual fire loss of the country. Not much has 
been heard of this second effect, but there are reasons for 
believing that it is of more importance than the injustice which 
is done to competitors through discriminating rates. 

The losses by fire in the United States, direct and indirect, 
amount to- more than half a billion dollars annually. Much 
attention is being directed to this fire waste, and its causes and 
remedies are being sought. <A great deal is being said about the 
ignorance of American builders, and of the extravagance of 
Americans in general in allowing such a tremendous waste to go 
on, not diminishing in amount, but actually increasing year after 
year. These accusations are largely unfounded. Nowhere in 
the world has the art of constructing fire-proof buildings made 
such progress as in the United States; therefore if Americans 
build badly, it is for some other reason than ignorance. Ameri- 
cans may be extravagant in their personal expenditures, but 
better building is a business proposition, and it would be rather 
difficult to prove that American business men as a rule are not 
quick to take advantage of ways of saving money in business. 
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As a matter of fact, a considerable amount of the loss by fire is 
suffered in the United States because it would be unprofitable to 
try to prevent the loss. The relative costs of combustible con- . 
struction and fire-resisting construction have varied so widely 7 
that it has been cheaper to build as we have and let buildings, ; 
and even cities, burn up occasionally than to attempt to prevent 4 
the loss by constructing better buildings. 

The principle can be laid down that, in general, if fire 
insurance rates are properly adjusted, a community will have : 
just that amount of good construction which is profitable for it 
to have. In other words, the problem of reducing waste by fire 4 
is the problem of the cost of fire-proof materials and insurance é 
rates. Prospective builders learn how much different types of 
buildings will cost; they then find out what the rate of fire 
premium is on each type and build accordingly. No one can 
doubt that the rates of fire insurance have a tremendous effect 
upon the character of construction. If an improvement in con- 
struction from the fire standpoint is to be made, it will come as a 
result of a reduction in the premium rate for insurance. In 
order to secure the improvement there must be enough saving in 
the insurance to pay interest upon the additional capital needed 
for the better construction and enough more to provide a sinking 
fund to replace the extra capital after a certain number of years. 
Therefore one of the most important things to consider in dis- 
cussing the problem of the fire loss is the question of fire 
insurance rating. If rates measure correctly the various 
hazards, then the whole attention may be directed to securing 
cheap fire-proof construction. 

Do the rates of fire insurance measure correctly the various 
hazards? From time to time the charge is made that they do 
not. Why they do not and what attempts have been made on 
the part of the companies to make rates conform to hazards, it 
is the purpose of the present paper to show. 

Those who have given the subject of fire insurance rating any 
thought recognize the extreme complexity of the problem. In 
life insurance the medical director of each company, in selecting 
risks, has in mind a standard man—not a physically perfect man, 
but one who he thinks will live at least a certain number of years. 
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Every applicant who comes up to the requirement of this 
standard man is accepted; with most companies, all those risks 
which do not come up to the standard are rejected. Competi- 
tion among the life insurance companies in the payment of divi- 
dends brings them all to much the same standard. How 
different it is in the fire insurance business! Where is the 
standard building, the average risk? Frame buildings have one 
hazard of burning, brick buildings have another; frame churches 
have one hazard, frame factories have an entirely different 
hazard. There is one loss record on frame warehouses that are 
isolated from other buildings, and another loss record on those 
frame warehouses which are adjacent to other buildings. Each 
class of buildings has its own peculiar hazards, and every com- 
bination of buildings within each class and with those of other 
classes has a different hazard; the number of combinations, each 
producing its own risk of fire, is infinite. Complicate this 
situation with the hazards of various kinds of occupancy, and the 
problem of getting at correct fire rates is apparently insoluble. 
As if this were not enough to make the problem difficult, there 
is still the change ceaselessly taking place in methods and 
materials of construction and in the processes carried on within 
buildings. Human life has experienced some alteration in 2,000 
years, but every succeeding phase, at least in modern times, has 
been marked by a greater longevity. This has made the busi- 
ness of lifé insurance constantly more secure. In fire insurance 
the changes in hazards are taking place so rapidly that if the 
companies had had exact data twenty years ago on which to base 
rates, they would be nearly useless to-day. The growth of 
cities, the concentration of population, the building of skv- 
scrapers, the use of electricity for light and power, the changed 
methods and machinery in factories—all these have created, 
within a short period, a new world for the fire insurance 
business. 

Lastly, to complicate the rating situation, there are the con- 
flagrations. The nearest analogy, taking such catastrophes into 
account, would be life insurance companies attempting to carry 
on their business under the conditions which prevailed in 
medizval times in Europe, when terrible epidemics swept over 


i 
1 
t 

( 

‘ 

i 

| 

i 

4 

! 

| 
| 
} 

} 


1909 | Fire Insurance Rating. 157 


the country carrying off at times a quarter of the population. 
To carry on the business of life insurance under such conditions 
would be well-nigh impossible; yet in the fire insurance field, 
the conflagrations to-day are almost as disturbing a factor as 
such epidemics would be in that of life insurance. Feared by 
all careful managers, subject to no known law of average, they 
introduce a new complexity into what is already a maze of 
complexities. 

Under such conditions what progress has been made towards 
securing scientific rating? Space will permit no more than a 
brief outline of the development which has taken place. In the 
early history of fire insurance, the rating system was extremely 
simple. All risks were divided into two classes, brick buildings 
and frame buildings, and the premium on frame buildings was 
double that on brick buildings. About 1720, risks in England 
were divided into three classes and for a century and a quarter 
this change with but few modifications was all the advance made 
by English companies towards scientific fire rating. It was in 
the year 1800 that companies in New York City began first really 
to classify risks, all risks being grouped under four classes, and 
a rate fixed for each class. Progress in rating advanced slowly. 
As late as 1856, more than a century after the establishment of 
the first fire insurance company in America, a prominent official 
of one of the companies asserted ‘that nothing more was known 
about the actual cost of insuring different risks than was known 
when the first company was established. 

Up to 1835, there was not much need for the companies to 
know the cost of insuring various classes of risks, for up to that 
time the business of each company had been largely local. 
Competition was not keen, and the companies simply fixed rates 
high enough to be sure of a profit. But when the New York 
conflagration of 1835 and another in 1845 showed the com- 
panies that it was fatal to concentrate their business in one 
locality, conditions became vastly different. The companies 
began to spread out in order to get a wide distribution of risks. 
They thus came in contact with each other, competition became 
intense, and rates went down. How low they could go and 
still allow a profit to be made the managers of the companies did 
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not know. As a matter of fact, the rates sank too low, and 
the companies lost heavily. This keen competition for business, 
with the consequent fall in profits, had an important effect upon 
the methods of conducting the business. Managers found it 
necessary to know more about the cost on various kinds of 
hazards, and classification of risks was taken up in earnest. 
To-day all the companies are classifying the risks which they 
insure, though this activity amounts to scarcely anything inas- 
much as no advance has been made over the start given seventy 
years ago. 

After classification of risks, the next step towards better fire 
rating was the adoption of the system of rating certain classes 
of risks by schedules. It is not known exactly how schedule 
rating originated. So far as information is available, one of 
the earliest if not the first of the applications of the method was 
made in 1852 by the Philadelphia Board of Fire Underwriters; 
the schedule adopted was simple and was intended to apply to 
Philadelphia alone. From that time to this a considerable 
number of schedules have been worked out by the various under- 
writing associations; at the present time, many different 
schedules are in use, though there is a gradual tendency towards 
the adoption of two, the Universal Mercantile Schedule and the 
Dean Schedule, the latter being at the present time more popular 
than any other schedule that has ever been devised. 

Schedule rating is, in essence, the attempt to secure scientific 
rating by an elaborate system of classification. Under this 
schedule system, rates are made by applying to classes of risks 
and to individual risks certain predetermined charges and credits 
based upon the various factors of construction, occupancy, 
degree of exposure to and of protection against fire. For 
instance, in getting the rate for a specific building, there is what 
is known as the basis rate, which is the rate made upon a certain 
type of building; in one schedule, it is a simple, one story, brick 
building; in another it is a well-built five story building. The 
basis rate having been determined, it is applied to the risk to be 
rated; then the various defects in construction, dangerous 
factors of arrangement, and deficiencies in the nature and extent 
of the apparatus for fire protection, are listed with fixed or per- 
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centage charges for each deviation from the standard; credits 
are then allowed in the schedule for features of equipment or 
construction better than those possessed by the standard build- 
ing. Add the charges to the basis rate, subtract the credits,—the 
remainder is the rate upon the specific risk. This is schedule 
rating. 

That the system of rating by schedules is a great improvement 
over the old method of judgment rating is well recognized. 
Especially is the adoption of the schedule system of importance 
in securing better construction. Under the system where the 
special agent is told that the average premium rate on ware- 
houses for the last ten years has been one dollar and thirty-two 
cents, with a loss ratio of forty-three per cent., and is then sent 
out to make rates on such buildings, no one can tell what rate his 
particular building will receive. If a man is contemplating 
building a new warehouse, or making changes in an old one, and 
desires, if it pays, to improve the fire hazard by better construc- 
tion, all that the agent can do is to tell him to go ahead and build, 
and then a rate will be made. With such uncertainty, no one is 
likely to consider the fire rates a great deal. Under a system of 
schedule rating, even one inexperienced in fire insurance matters 
can take most of the schedules and figure out precisely what 
reduction in rate will be given for better construction. Will it 
pay to enclose the elevator wells with brick walls? Look up 
the schedule and find out; for all is determined beforehand. 
The schedule system recognizes to a large extent what must be 
acknowledged, namely, that each building has an individuality 
of its own. Fire insurance must attempt to measure the hazard 
of each individual risk, and fit it with a specific rate; and this 
it does attempt to do through the schedule system of rating. 

As has been said, the schedule system of rating is a great 
advance over the old method of judgment rating; but much 
remains to be accomplished. If the charges and the credits in 
the schedule were determined by the known experience of the 
companies—if shingle roofs, for example, were penalized ten 
per cent. because the hazard of burning were known to be 
increased ten per cent. by their presence, and these charges and 
credits were continually revised in the light of new experience— 
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the business of fire insurance would have reached its highest 
development. Such is not the case. Charges and credits are 
not based on facts; the schedules so far constructed have simply 
substituted for the judgment of one rating expert, the combined 
judgment of a number of experts. This can well be illustrated 
by the history of the Universal Mercantile Schedule: half a 
dozen different underwriting associations appointed representa- 
tives to formulate a schedule; from the thirty-seven representa- 
tives appointed, a committee of five was chosen, which made up 
a tentative schedule representing the pooled judgment of its 
members; this schedule was then sent out to all the raters in the 
various Eastern associations asking for suggestions and criti- 
cisms, in the light of which the committee went over all the 
suggestions, combining them as best it could. This process was 
repeated five times, so that the final schedule is the result of the 
combined judgments of a considerable number of men 
experienced in fire insurance matters; but while this method 
produced a good schedule, the schedule lacks the authority which 
one based on statistical data would possess. 

This explanation of the ways in which rates are determined 
has been given in order that the following discussion of rate 
discriminations may be better understood. The fact to be kept 
in mind regarding all rates, schedule or otherwise, is that they 
have no statistical basis. To show that the fire insurance com- 
panies do not have a scientific foundation for the rates which 
they charge does not, indeed, prove that the rates are inequitable; 
unfortunately, however, for the companies, when under charges 
of discrimination, they cannot prove that their rates are just, 
save in the aggregate. Such lack of knowledge is bad for the 
business, for it causes much hostility on ‘the part of the public 
and results in much unwise legislation. 

Most fire insurance experts will readily admit that discrimi- 
nations abound in fire insurance rating. In fact, the very ter- 
minology of the business shows that all classes of risks are not 
rated according to the risk of loss; almost since the beginning 
of the business, there have existed what are known as preferred 
classes of risks and others known as special hazards. This 
could not be if all risks were rated according to the risk of loss, 
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for under such conditions, there would be just as much profit in 
insuring mills, warehouses, and stores, as in writing policies on 
dwellings and churches. The fact that this terminology of pre- 
ferred and special classes is not merely the result of a traditional 
distinction of earlier times, is betrayed by the effort on the part 
of the companies to secure the preferred classes of risks to-day. 
In many agencies, ten per cent. more commission is given for 
preferred business than is paid for premiums on special hazards. 

Two interesting questions immediately arise; why is it that 
the discriminations in rates are made, and how is it that in such 
a business as freely competitive as is fire insurance the distinc- 
tion between preferred and special risks can be maintained year 
after year? It will help us in answering the former query to 
distinguish various kinds of rate discriminations. First, there 
is the discrimination between large classes of risks such, for 
instance, as dwellings on one hand and factories on the other ; 
second, there are discriminations between localities; and, again, 
there are unjust rates as between specific risks. 

Taking up in order these varieties of rate discrimination, we 
first ask why there are preferred classes of risks. These classes 
exist because of the desire on the part of the companies to assess 
rates in such a way as to arouse the least opposition. There are 
many analogies between fire premiums and taxes; as with 
governments,—which have always found it necessary to levy 
taxes with regard not so much to the question of their being 
ideally just, as to the question of whether they can be 
imposed without raising a storm of opposition,—so is it with the 
fire insurance companies. They have found that they can levy 
high rates on dwellings, on contents of dwellings, on churches, 
school-houses, public buildings and kindred risks without causing 
much opposition; and the reason is not far to seek. The rates 
on dwellings as a class are low, absolutely speaking; few people 
have large values, so that the premium on each risk is moderate 
and usually causes little objection to be made. Suppose there is 
some opposition to the dwelling rates: it may result in a man 
complaining to his neighbor that the rates on dwellings are too 
high, and the neighbor may agree with him; but this is about 


as far as the opposition ever gets. In the same way high rates 
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on churches, schools and similar property cause little opposition. 
But how different is the situation if the companies make an 
increase in rates on mercantile or factory risks! Practically 
every city has its trade organization, a chamber of commerce, or 
a board of trade, composed of the leading business men of the 
city. Even a small increase in rates on risks owned by these 
men makes a great deal of difference to them, for here values are 
large. An increase in rates on risks owned by these men means 
opposition—and opposition which counts, for the organization 
already exists by which it can be concentrated. The influence 
which these boards of trade and similar organizations can have 
upon legislation is so powerful that any rating organization 
thinks twice before it raises rates upon mercantile and manu- 
facturing risks. 

The next question which follows from this description of the 
condition in fire insurance is why in a business so fiercely com- 
petitive as fire insurance there can continue to exist permanent 
classes of preferred risks. If the old companies are in an agree- 
ment to maintain rates, why are not new companies organized to 
compete for the preferred business, thus bringing rates down to 
cost? Suppose a company were organized to make a drive for 
the preferred business. It could get it in two ways: it could 
either establish new agencies, or it could try to enter into already 
established agencies. Suppose it chose to establish new agencies, 
and by reducing rates on dwellings attempted to secure business: 
about the first man who was approached by the agent of the 
reduced-rate-on-dwellings company would say, “Reduced fire 
insurance premiums are just what I want. At what rate can 
you write my factory?” The.agent would have to reply that 
he could not write the factory at all. The dwelling house 
owner would answer that, if the agent could not write the 
factory, he would not change any of his insurance, as the old 
agent who had always handled his business had had a pretty hard 
time placing the factory, and it would not be fair to take the 
dwelling away from him. Thus the agent for the preferred class 
company would have an extremely difficult task in getting much 
business. 
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Suppose then our company, instead of establishing new 
agencies, attempted to get into established agencies which 
already control many risks. The local agents have no use for a 
company which writes preferred risks at reduced rates. A local 
agent usually represents a number of companies, and any of these 
is perfectly willing to handle all of the preferred business which 
the agent controls. The problem with the local agent is, as we 
shall see, to dispose of his specials. He can do so only by 
shrewdly mixing them up with his preferred lines. If he gave 
the preferred business to an outside company, he could not place 
his less acceptable risks. Thus it is that the local agent refuses 
ordinarily to represent the reduced rate company, and the com- 
pany organized to specialize in preferred classes must get 
business in some other way than by reducing rates. 

There are companies which make a specialty of preferred 
business, but their entry into the field and their success in it has 
not brought about a better adjustment of fire insurance rates. 
Rather have they made it worse, for, unable to secure business 
in either of the ways suggested above, they have purchased it 
by the payment of excessive commissions. While they have 
found it impossible to get agents to give them the preferred 
business by offering to write it at lower rates of premium, they 
have found it possible to get some agents to give them a share of 
it at the old rates by offering more commission than the other 
companies are accustomed to give. By doing this they have not 
benefited the public by making rates more equitable, for rates 


have not been reduced; rather have they worked harm by 


increasing the expenses of the business. Thus are explained the 
existence and continuance of preferred and special hazards in 
fire insurance. 

The second kind of maladjustment of fire insurance rates is 
that between different localities. Reference is made to the rela- 
tive rates between those risks which are subject to the conflagra- 
tion hazard and those which are not so subject. It has been 
asserted that if the companies would publish their experience in 
the ten largest cities of the country, it would be shown that in 
every one the companies have lost money. That rates should 


be universally too low in the larger cities, thus encouraging poor 
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construction where good construction is most needed, is due to 
a number of causes. In the first place, there are the conflagra- 
tions. A conflagration is of such sporadic occurrence that, 
under the conditions of competition which have prevailed, it 
cannot be taken into consideration in making rates; that this is 
true is lamentable, since the best remedy for conflagrations would 
be the penalty of high insurance rates upon those cities where a 
conflagration is possible. 

The conflagration, however, is not the only cause of unprofit- 
able underwriting in large cities. Even the cities which have 
not suffered from conflagrations show a balance on the wrong 
side from the fire insurance standpoint. Another cause must be 
sought; and it is to be found in the conditions under which the 
sale of fire insurance takes place in large cities. The city has 
evolved the fire insurance broker, who is shrewder in many cases 
than the underwriters with whom he deals. He takes advantage 
of the ignorance of the companies in not knowing the cost value 
of the commodity in which they deal, and, pitting one company 
against another, is able to drive a hard bargain. Yet notwith- 
standing the unremunerative rates, the large cities are to the 
average manager tempting ground for work; policies can be 
written for large amounts and a considerable premium income 
easily secured. The result is that ambitious managers can 
scarcely refrain from establishing agencies in the large cities; 
this makes competition for business severe, and where codpera- 
tion among the companies is needed the most to hold off the 
broker, codperation is almost impossible because of the number 
of companies and the number of agencies. Without codpera- 
tion, rates are cut and exorbitant commissions given for poor 
business. Thus it is that in the places where the heaviest penalty 
ought to be placed on poor construction, the tendency is to make 
it light, and the day of fire-proof cities is put further away. 

We come now to a discussion of the last kind of maladjust- 
ment of rates, namely, those discriminations in rates which are 
made between specific risks rather than between classes of risks 
as a whole. There are several causes for these discriminations. 
In the first place, companies frequently accept risks at rates which 
they know to be grossly inadequate for the risk assumed simply 
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because they do not wish to offend local agents. To understand 
how this is so, it is necessary to explain briefly how the agency 
system is organized. A local fire insurance agent frequently 
represents from four to twelve, sometimes even twenty different 
companies; an agent who controls large risks needs to represent 
that many companies, else he could not place all his insurance 
without dividing up commissions with other agents. The 
amount, or the “line,” as it is technically called, which one com- 
pany is willing to write on one risk is limited. When a risk is 
so large that all the companies in an agency get as large a line as 
each one wants on the risk, there is no quarrel between them; the 
conflict of interests arises with the smaller risks, and every com- 
pany through its special agents is continually urging the local 
agent to give it a larger proportion of these smaller risks. On 
the other hand, the local agent has an assortment of risks under 
his control which no company wants very much at any rate, and 
a good many risks which none of the companies want at the rate 
which is offered. And so he takes advantage of the situation and 
offers to one of his companies a number of choice risks, preferred 
business, along with a number of risks which are not so choice. 
The company can take all, or refuse all; for the local agent will 
not allow it to pick the good and leave the bad. Thus by shrewdly 
playing one company off against another, and by carefully 
mixing up his risks, the local agent is able to force the companies 
to take risks which they ought not to take at the rates which are 
offered. Of course, if it were not for the existence of the pre- 
ferred business, the agent could not get the poor risks in, but the 
preferred business exists, and the manager of the fire insurance 
company, in order to get his share of it, will accept many risks at 
inadequate rates. 

Another reason why rates on specific risks are not fixed in 
proportion to the hazard of loss is because the principle of 
charging what the commodity will bear holds true in fire 
insurance just as it does in almost every business where there are 
large fixed expenses. The way in which this element of fixed 
expenses, with the consequent cutting of rates, enters into the 
fire insurance business can be shown best by an example. Let us 
assume that a company has established itself in a large number 
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of agencies all over the country; to carry on the business profit- 
ably, it must have a well-organized force of special agents, and a 
highly trained home office staff. Under these conditions let us 
assume further that a risk, say a factory, is offered to the com- 
pany; the company wants the business, but competition is keen, 
and a competitive rate must be named. To find out this com- 
petitive rate, it is only necessary to analyze the expenditure of 
the company. The total premium income, in general, is paid out 
as follows: 


Salaries of Special Agents................ ns 
Maintenance of Home Offfice.............. 


If the burning ratio on the class to which the factory in question 
belongs is $0.825 per hundred, in order to get the current rate 
of profit, to charge the factory its proportion of the fixed 
expenses and to pay the agent the regular commission, the com- 
pany would have to name a rate of $1.50 per hundred on the 
factory. It will not charge that rate if a lower rate is necessary 
to secure the business from a rival, and it need not in order to 
make acceptance of the business profitable; as the expenses for 
special agents and home office force will continue whether that 
risk is accepted or not, and both of these can be ignored in 
making the rate. The tax will have to be paid, and some com- 
mission to the local agent, though at times the agent is willing to 
take a smaller commission in order to induce his company to 
accept the risk. Therefore, the company can fix a rate of $1.00 
on the risk and still make a profit as follows: 


.10 


which makes a total expense of $0.955, leaving a profit of nearly 
five per cent. to the company upon the transaction even with the 
heavy reduction in rate. This assumed situation reflects pre- 
cisely the real condition in the fire insurance world when that 
business is subject to free competition; it explains the rate wars 
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which formerly occurred frequently, and which some large 
insurers and legislators would evidently like to have occur again. 

Along with these improper adjustments of rates another allied 
charge is made against the fire insurance companies, namely, that 
the companies will not reduce rates readily when hazards are 
reduced by the adoption of better forms of construction or of 
fire-preventing devices. Some very good fire insurance men 
have said that they are not interested in reducing the fire loss; 
that it is the only function of fire insurance companies to take 
losses as they find them and assess them on the community. 
They are right. That is precisely their function; only they 
must be sure that they take hazards as they find them and not 
as they do not find them. 

It is perhaps safe to predict that the fire insurance companies 
will never take the lead in encouraging better construction by 
granting rate reductions for improvements in hazards. There 
are good reasons for this prediction. In the first place, what 
reduction in the rate should be given for an improvement in the 
hazard—say, for example, for the introduction of automatic 
sprinklers? No one knows until they are tried for a consider- 
able period, and no one is going to try them unless he can get his 
fire rate reduced; the insurance companies are not philanthropic 
enough to make the experiment, neither are business men. The 
result is that only in rare instances are improvements adopted. 
Furthermore, to one very interested party in fire insurance 
rating, a reduction in rates means an actual loss in income. 
Local agents the country over are compensated by means of a 
commission upon the premiums secured; and a reduction in rates 
means a reduction in their incomes. As the local agents still 
play an important part in rate-making, it is contrary to human 
nature to expect them to become very enthusiastic over rate 
reductions. Thus it is that neither the companies nor the local 
agents lead the way in encouraging good construction by offer- 
ing rate reductions for lessening the danger from fire. 

In summing up the situation in regard to fire insurance rates, 
it has been found that in three different respects rates are not 
adjusted to the hazard of loss. There are preferred classes of 
risks; cities are not penalized for their liability to suffer con- 
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flagration losses; and there are many individual risks taken at 
improper rates. Such maladjustment of fire insurance rates has 
two effects:. first, it is a serious factor in the business world 
where competition is severe; second, it has a most important 
effect upon the amount of the annual waste by fire. That waste 
alone is becoming so great that strenuous effort should be made 
to lessen it; and so far as it is increased by improper fire 
insurance rating, every attempt to secure a better rating system 
should be eagerly welcomed. 


IL. 
CoOPERATION. 


In the preceding section, it has been pointed out that rate 
discriminations in fire insurance prevail. Such a showing is no 
reflection upon the ability or the motives of the managers of our 
fire insurance companies; it is not a result which any of them 
desires. In fact, the officers of the companies are more directly 
interested in stopping these rate discriminations than is the pub- 
lic; they would like very well indeed to have some plan devised 
whereby the fire loss could be equitably assessed on the different 


‘classes of risks. Frequently the impossibility of assessing the 


fixed charges upon some risks has become so general that the 
fixed charges are not collected at all, and the companies have 
ended the year with losses instead of gains to their credit. To 
prevent this situation from recurring and to secure better condi- 
tions in the fire insurance world, the companies have found it 
necessary tc work together, to form what are commonly known 
as fire insurance compacts or combinations. These compacts are 
of such great importance in the fire insurance business and are 
the subject of so much public discussion that it will be well for 
us to analyze carefully the objects for which they are formed, 
and to find out, if we can, the legitimacy of each object. The 
companies have coOperated for the following purposes: 

1. To regulate rates. 

2. To regulate commissions. 

3. To secure effective and economical supervision of risks. 
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4. To study hazards. 

5. To repress incendiarism. 

Is it to the advantage of the public that the companies should 
be allowed to codperate to secure these objects, or is it to the 
injury of the public? Let us consider each of the objects in 
order. Is a system of compact rating better for the public than 
rates made by competition? We have just learned that there 
are three ways in which discriminations in rates are made. 
These evils are almost entirely the result of competitive condi- 
tions. If the companies could cooperate closely enough they 
could do away with preferred classes, and increase rates on the 
special hazards. They do not dare to increase rates on the latter 
class because they are afraid that the men who own them will 
go to their legislatures and get laws enacted forbidding all 
codperation among the companies. The large cities get rela- 
tively low rates because of the competitive conditions; and the 
third variety of discrimination which has been described is due 
entirely to competition. If these evils in rating are the result of 
free competition between the companies, then the way to abolish 
them is to allow the companies to codperate in making compact 
rates. 

The second object which the companies have sought to obtain 
through codperation is the regulation of commissions paid to 
agents for securing business. There is almost as much neces- 
sity for tariff commissions as there is for tariff rates. There 
are two ways of increasing the business of a company: one way 
is to cut rates, and the other is to increase commissions. In 
many cases the latter method is more successful than the former ; 
to understand how this is true it is only necessary to recall the 
peculiar organization of the agencies. Instead of a company 
having in a city an agent who represents it exclusively, it has one 
who may represent a dozen of its most powerful competitors. 
This is a situation—a number of rivals having a common repre- 
sentative—found in few other businesses, and the result is com- 
petition for business within the agency. If this is unchecked, 
it takes the form of giving larger commissions for business. A 
local agent controls a certain number of risks; a special agent 
may stir him up to solicit more risks and thus increase his com- 
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pany’s business, or the special may offer more commission to 
increase his company’s business at the expense of the competing 
companies in the same agency. The competing companies 
retaliate by likewise increasing commissions, and the war goes 
on until all, or even more than all, the profits go to the agents in 
the shape of commissions. A union among the companies to 
regulate commissions has to be formed, or all will become 
bankrupt. 

From the standpoint of the public this commission demorali- 
zation is even more serious than is rate demoralization: if rates 
are cut the public gets the benefit, while in a commission fight 
expenses may be so increased as to make a rise in rates necessary. 
With no commission tariff, an improvement in the hazard means 
only an increased commission paid by some company to secure 
the business from another company; while losses are reduced, 
expenses are increased and the net result is the same to the public. 
Even from this brief discussion of the commission problem it is 
safe to conclude that codperation in the matter of commissions 
is almost as essential as codperation in rating. 

The third object which the companies seek to obtain through 
cooperation is effective and economical inspection of risks. If 
rates are ever to be adjusted to hazards, it will come through 
better inspection of risks. One of the most serious objections 
which has been raised to present fire rating is that good and bad 
risks are lumped together in one class and given too nearly the 
same rate; plainly the only way in which the companies can 
safely discriminate between good and bad risks is by making a 
careful inspection of all the risks insured. There is nothing to 
prevent all the companies from making such an inspection, each 
for itself, except the expense of doing it. But this is an insuper- 
able difficulty; for if each company were forced to inspect care- 
fully each risk that it insured, the expense of such inspection 
would probably be much greater than the saving in losses which 
would result from having rates closely adjusted to hazards. 
And there is a still more serious objection to inspection of risks 
by individual companies: no matter how thoroughly a repre- 
sentative of a single company may go about the inspection of 
risks, he is not going to accomplish much in the improvement of 
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hazards. Consider the situation as it existed before the com- 
panies began to coOperate in inspection. A company’s special 
agent would visit a risk; and though he might see conditions 
which seriously increased the hazards of fire, yet the knowledge 
that other companies were anxious to write the risk as it was, 
and that even a reasonable request on his part would cause ill- 
will toward his company, would deter him from requiring the 
removal of defects which he knew to be serious, but which other 
companies had passed unchallenged. It is the same old story of 
competition. 

How different is the situation when the leading companies 
codperated and established inspection bureaus! No matter how 
many companies are now on a risk, only the authorized repre- 
sentatives of the inspection bureau visit the risk; and since a 
few men are performing the function hitherto performed by 
many, experts can be employed, and more efficient inspection is 
secured. Not only is the inspection more efficient, but the 
recommendations made carry with them weight far greater than 
those made by the representative of the individual company. 
Under the old system, the owner could view with serenity the 
cancellation of the policy of one company, since he knew that he 
could get insurance from another ; with the companies associated 
together, the improvements recommended by the inspection 
bureau must be made, or the policies, not of one company, but 
of all the union companies will be cancelled. The effect of this 
cooperation is that improvements have been made; and many 
classes which were once unprofitable at any rate which competi- 
tion would allow the companies to secure, have become profitable 
even at lower rates—a happy situation for the insurance 
companies as well as for the public. 

Very closely connected with the plan of providing for 
thorough and economical inspection is the fourth object of asso- 
ciated effort, the study of fire hazards and fire prevention. 
While it is perhaps true that the stock fire insurance companies 
are not primarily interested in reducing the fire loss, competition 
of the mill mutuals and of the preferred class companies for 
certain classes of risks has forced the companies writing all 


classes to give attention to the study of hazards. Companies 
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have found that with many classes of risks rates must be closely 
adjusted to hazards. If they are not, the good mills and 
factories will go to the factory mutuals, and the better risks in 
other classes to the non-union, preferred-risk companies which 
are always looking for profitable business. Therefore in order 
to forestall cgmpetition, actual or latent, the associated com- 
panies have found it necessary to establish a laboratory for the 
study of the hazard of new processes, the value of new methods 
of fire prevention, and like topics. Here again, it might be 
possible for one company to make these experiments; but again 
we may be sure that one company acting alone would not attempt 
it. It is to the interest of all the companies doing a general 
agency business to have such studies made of hazards; there- 
fore the companies not only ought to be allowed to codperate for 
this purpose, but encouraged to do so. 

The last object which the companies have attempted to secure 
through codperation is a reduction of losses caused by incen- 
diaries. Each company has to guard itself against the first act 
of an incendiary; but through codperation the companies can 
protect one another from further loss at the hand of the same 
incendiary. Under the system as carried out at present, when- 
ever a company finds out or suspects that a loss has been due to 
a desire on the part of some one to sell out to the insurance 
company at a fancy price, it notifies a central bureau, which sends 
out to all companies a list of all persons suspected of incendiary 
tendencies. 

Besides the effort to keep track of incendiaries, as above 
described, the companies’ associations seek in other ways to 
discourage losses due to moral hazard. Rewards are offered 
for the punishment of incendiaries, suspected criminals are prose- 
cuted, and in other ways a great deal has been accomplished. 
Since such work is for the good of all the companies, the burden 
of expense should be borne by all. 

What, then, is our conclusion regarding efforts at codperation 
among the companies? It is that such codperation is highly 
desirable from every point of view. 

This conclusion is the exact opposite of that reached by the 
legislatures of nearly half of our States; twenty-three legisla- 
tures have thought that it was detrimental to the interests of the 
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public that the fire insurance companies should be allowed to 
cooperate, particularly in the matter of rates and commissions. 
It was in 1883 that Michigan passed the first of the so-called 
“anti-compact” laws; this measure provided that no fire 
insurance company should enter into an agreement with another 
company, the object of which was to prevent free and open com- 
petition between it and other companies. Michigan’s action 
was followed by Ohio and New Hampshire in 1885, by Kansas, 
Missouri, Nebraska, and Texas in 1889, by Georgia in 1891, by 
Iowa, Alabama, and Wisconsin in 1897, and by others, until at 
present (July, 1909), as has been stated, such laws are in force 
in twenty-three of the States. 

There have been a number of motives actuating the State 
legislatures in passing such laws. The ostensible reason always 
given has been the fear of a fire insurance trust which would be 
able to dictate the price of insurance, and which, having this 
power over rates, would raise them. Admitting for the moment 
that such a trust is possible, its existence would doubtless be 
better than a condition of free competition. It is not high rates 
in fire insurance which cause the greatest evils; the rates which 
do the most injury are those which do not measure the hazard 
of loss. Not even the demonstration that a fire insurance trust 
is possible will justify anti-compact laws. 

But there cannot be a fire insurance trust which, because of 
its ability to dictate prices, is able to secure unusual profits for its 
members. In order to have a combination with power to dictate 
prices arbitrarily, such a combination must have a monopoly of 
some kind. The fire insurance combination, or union, has no 
monopoly, unless it be the monopoly of experience; and this is 
the very thing which a compact among the companies makes the 
common property of anyone who wishes to enter into the busi- 
ness. In order to make a rating compact practicable, there must 
be printed a tariff of rates upon all risks in every community. 
It is true that the union companies make a pretense at keeping 
these printed tariffs from outsiders, but such attempts are wholly 
farcical; the tariffs are printed, they are placed in the hands of 
a dozen—sometimes hundreds—of agents, and anyone can learn 
without a great deal of trouble the rate upon any risk. This is 
the rate which the well-established companies deem sufficient for 
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the risk; and thus it is that a new company without experience 
is able through the printed schedule to take advantage of the 
experience of the older companies. It has been truly said that 
instead of a rate union preventing competition, rather is it the 
nursing bottle for young companies. That it is impossible to 
establish a fire insurance association or union endowed with 
dangerous power over rates ought readily to be recognized from 
the ease with which new companies are organized. No business 
is easier to undertake than that of fire insurance; no expensive 
plant has to be acquired as in the case of manufacturing, no 
expensive right of way secured as for railroading; in most of 
the States, anyone can organize a fire insurance company and 
begin business as soon as a cash capital of $100,000 has been 
raised. This fact, that companies are so easily organized, repre- 
sents a very effective control over prices. The best-working fire 
insurance union in the country has never been able to raise the 
price of fire indemnity high enough to recoup conflagration 
losses. If the compacts cannot enable the companies to provide 
for the conflagration hazard, it seems as if there were little 
ground for fearing that a fire insurance trust will exercise undue 
control over rates. 

There is reason for believing that agitation against the com- 
pacts because of their monopoly feature is simply a cover of 
other motives for attacking the compacts. Under conditions of 
free competition in fire insurance, rates, as we have seen, are 
demoralized; but this is a desirable state of affairs for some 
insurers. In the first place, with no compacts, rates will be a 
matter of bargaining, and the shrewdest bargainers in the com- 
munity will get their insurance the cheapest. Competition 
among the companies is the keenest for large risks such as are 
found in the manufacturing and mercantile businesses; and the 
men in charge of these large business enterprises are in charge 
because they possess greater ability than do their smaller com- 
petitors. The situation, then, in fire insurance with no com- 
pacts, is fierce competition for the large risks on the part of the 
insurance companies, and shrewd bargaining ability on the part 
of those controlling the risks; and the result is low rates for the 
large risks. We discover here the reason why large manufac- 
turers and large owners of risks are always found fomenting 
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anti-compact legislation directed at fire insurance companies, 
and, to a considerable extent, the reason why that legislation has 
spread widely over the country. 

Perhaps it is unnecessary, in view of what has been said, to 
describe several periods in our history during which the fire 
insurance companies were unable to cooperate. We have passed 
through several such periods. The years 1855 to 1865 were 
years in which the companies could not get together on rates. 
There existed that condition of free competition so alluring to 
the enemies of fire insurance combinations; and what was the 
result? At the end of 1865, forty-six out of the one hundred 
and forty-five companies reporting to the New York Insurance 
Department had impaired their capitals to the extent of a million 
and a half of dollars; in other words, the stockholders were 
paying for the privilege of furnishing insurance. Of course 
such a situation could not continue, for losses cannot permanently 
be paid out of capital. The crisis was met by a combination 
among the companies. Supposing such a combination to have 
been impossible through uniform action of all the States, the 
life and death struggle must have gone on between the companies 
until only a few were left. Then the difficulty in securing 
enough insurance would have sent rates up; then, as rates went 
up, profits would have increased, new capital would have been 
attracted to the business, severe competition would have ensued, 
and the old cycle of events would have been repeated once more. 
Such a disturbance in business conditions would have been a 
severe burden upon industry. 

Finally, it is interesting to recall the nature of the policy 
pursued by other countries in regard to fire insurance associa- 
tions. In England there is one tariff association of practically 
all the companies, which has enjoyed a continuous existence since 
1858; this association determines the rates for all important 
classes of risks, and so well have rates been adjusted to hazards 
that owners have never found it necessary to organize mutual 
companies. The same situation is found in the other European 
countries. In none are the associations illegal, and in all they 
are recognized as necessary for the best conduct of the business. 


LeEsTER W. ZARTMAN. 
Yale University. 
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MIGRATION from Greece is no new thing. The explana- 
tions of this fact—so familiar as to be almost a truism— 
are varied; they lie in the physical nature and configuration 
of the country, and in the intellectual traits and characteristics 
of the people. Emigration has been in the spirit of the Greek 
race from time immemorial. In past generations it has been a 
gradual, natural movement, a draining off of the surplus popula- 
tion. Within the last fifteen years, however, there has sprung 
up a new emigration—the emigration to America—which is no 
longer a gradual withdrawal of those who cannot find elbow- 
room in the old country, nor a natural departure of the more 
adventurous and enterprising, to seek more promising fields of 
fortune. It is a radical, violent exodus of all the strong young 
men, which has already devastated whole villages, and threatens 
to leave the entire kingdom depleted of its natural working force. 
To outiine the causes of this abruptly appearing and startling 
emigration is the object of the present essay. 
It is a well-known principle of all emigration, that there must 
be some active dissatisfaction or discomfort in the home land to 
cause large bodies of people to leave. The assumption is that the 


The writer of this article desires to express his obligation to the Carnegie 
Institution of Washington, for assistance granted in the collection of the 
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generality of mankind will remain in the land in which they are 
born, unless some strong motive impels them to leave. The 
inertia of human beings is great. To induce people to break the 
bonds of family and neighborhood relations, to give up a known 
situation for an untried one, to turn their backs on the home 
country and seek some far-off shore, there must in general be 
some national, local or personal disability to overbalance the 
influences of home attachments. The difficulty may be political, 
religious, economic or social. In seeking the causes of the new 
Greek emigration we must examine each of these possible classes 
of causes, and eliminate any which have no bearing on the prob- 
lem under discussion. For the present purposes three of them 
may be dismissed very briefly. 

First of all, the political condition. Greece is a very democratic 
country politically ; and while there is probably too much political 
agitation, ambition and turmoil for the good of the country, there 
is no true political oppression. It would be hard to find a case in 
which the political condition was an active motive for emigration. 
The terms of military service are light. All men over twenty-one 
years of age are required to render active service for two years, 
but this is usually done gladly, and instead of finding Greeks 
fleeing from home to escape this duty, we more often find them 
returning from America on purpose to perform it. The inse- 
curity which still prevails in some sections is occasionally cited as 
a motive for emigration, but it is a factor of very slight impor- 
tance. The same may be said of religion. Practically every 
Greek is loyal to the form and name, at least, of the orthodox 
religion of his country and finds its service no hardship. There 
are no oppressed religious sects or denominations. The religion 
is a national one, and a Greek feels no more uneasiness in respect 
to it than he does toward his race. It is true that Protestants are 
not very kindly looked upon in Greece, but they are not at all a 
numerous class, and as for any real persecution, there is none of 
it. Religion cuts practically no figure as a motive for emigration. 
Nor does the social aspect of the matter yield an explanation. 
While there are social classes in Greece, they are very largely 
determined by wealth, and the social disabilities that any man 


feels are largely the result of economic conditions. There 
12 


| 
q 

| 


178 Yale Review. [ Aug. 


remains then the economic situation, and we may be permitted to 
anticipate, in so far as to say that the causes of Greek emigration 
are practically entirely economic. This being the case, a rather 
detailed examination into the economic conditions of the country 
must constitute the basis of our inquiry. _ 

The population of Greece, according to the last three censuses, 
was as follows: 1889, 2,187,208; 1896, 2,443,506; 1907, 
2,631,952. As the area is about 25,000 square miles, the popula- 
tion per square mile in these years was respectively 87, 97 and 
105. This is by no means a dense population, and while there are 
vast expanses of mountain area where there are very few inhabi- 
tants, still even in the more thickly settled districts the people 
are not sufficiently crowded to justify us in regarding mere over- 
population as a cause of emigration. Many countries get along 
very prosperously with a much denser population than this. 

Greece is to-day, as of old, primarily an agricultural and 
pastoral, and secondarily a mercantile country. The same moun- 
tains and seas still divide it into a series of small habitation- 
districts, somewhat less isolated than formerly, indeed, on account 
of improved transportation facilities. The great majority of the 
people still live in small towns and villages which are self-sup- 
porting and self-sufficient; there are few large cities in Greece.! 
The abler mercantile spirits must still seek a foreign field for 
their energies. 

Agricultural methods and implements are still very primitive 
in Greece. The bulk of the cultivating is done either by means 
of heavy iron hoes, wielded by hand, or by rude wooden plows 
drawn by diminutive oxen. In some of the more enlightened 
districts steel plows are beginning to be used and horses are 
employed for draught purposes. Within a half-hour’s walk of 
Athens, however, one will find wooden plows, sometimes with 
iron shafts. Thus the cultivation of the soil is very superficial. 
Simple irrigation systems are in very common use. The harvest- 


*The population of the principal cities in 1907 was as follows: Athens, 
167,479; Piraeus, 67,982; Patras, 37,401; Corfu, 27,397; Volo, 23,319; 
Hermopolis (Syra), 17,773; Trikala, 17,809; Zante, 13,501; Calamata, 13,123; 
Pyrgos, 13,690; Tripolis, 10,787; Laurion, 10,007. From Consular Reports, 
Mr. Nathan, Patras. 
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ing is done by hand, and the grain is trodden out by ponies on a | 


circular, stone-paved threshing floor. In the Lake Copais district 
in northern Greece, on the land made available for cultivation by 
the drainage of Lake Copais, more up-to-date methods are in use. 
Even here, however, reapers and binders had to be discarded 
on account of the softness of the ground, and the old sickles or 
reaping-hooks employed again. Steam threshers are still in use 
in this region. 

The principal agricultural products of Greece are currants, 
wheat, olives, figs, corn, hashish, tobacco and a variety of garden 
vegetables. Currants are mainly exported, and hashish entirely 
(mostly to Egypt); the other products are largely consumed at 
home. It is comparatively easy to make a bare living in Greece: 
while the arable plains and valleys are often so stony as to make 
a peasant open his eyes in incredulous wonder when he hears of 
farms where a man can plow all day without striking a single 
pebble, they are nevertheless fertile, and even under inadequate 
cultivation yield a fair return. The rocky hillsides support flocks 
of sheep and goats which furnish wool for clothing material, and 
milk, butter and cheese for food. The necessities of life there- 
fore are close at hand and easily accessible; while there is a good 
deal of exaggeration about the common saying that, “a Greek 
can live on the smell of an oiled rag,” yet the needs of the peasant 
are simple and easily supplied. Want that verges on starvation 
is rare in Greece. 

On the other hand, it is difficult under these circumstances to 
lay up even a moderate amount of money. As would be expected 
in a primitive agricultural country, each of the small towns or 
villages, which form a characteristic feature of the Greek social 
organization, is almost entirely independent. The majority of 
the families raise their own living materials; thread is spun and 
cloth woven by hand and at home; baking is done in the stone 
or mud oven which stands in every typical dooryard; shoes, 
cooking-utensils and various implements and tools are made in 
small shops in the village. Thus each man’s products are vir- 
tually the same as his neighbors’, and there is small necessity or 
opportunity for exchange. As a result, the internal commerce 
of Greece is insignificant. 
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This state of affairs is accentuated by the small development of 
transportation facilities. While there has been much improve- 
ment in this respect in the last few years, means of communication 
are still very inadequate. There are a number of good high- 
ways in Greece, some of them kept in fair condition; other roads 
are merely a Succession of mud-holes, while a great part of the 
carrying must still be done by horses or mules over mere bridle- 
paths. When crops have to be transported in this way for several 
hours before reaching a railroad or market, any possible profit is 
quickly consumed. The railroads are all owned by private com- 
panies, of which the stock is largely in foreign hands. In 1908 
the mileage was as follows: Hellenic railways, 149 miles; Pelo- 
ponnesus Railway, 468 miles; Thessalian Railway, 127 miles; 
total, 744 miles.* The trains are of the English type, the cars 
small and the tracks narrow. The schedules are for the most 
part very slow: the distance from Athens to Calamata, about 205 
miles, is a matter of about 12 hours by rail, an average of 17 miles 
per hour; between Athens and Patras express trains run three 
or four times a week which make somewhat better time. There 
are three classes and the tariffs are as follows: First class, 
.12, second class, .10, third class, .o6 drachmas per kilometer. 
Reduced to our basis of measurement these rates are, 3.8, 3.2 
and 1.9 cents per mile. The postal service is miserable: if a 
letter is in the mails between Patras and Athens, the addressee 
is fortunate if he receives it before the third day after it is posted. 
At the same time domestic letter-postage is .20 drachmas, the 
equivalent of 4 cents, which seems especially exorbitant when the 
diminutive size of the country is considered. 

The ignorance and stupidity of the people sometimes impede 
improvement along these lines. A short time ago, when an effort 
was made to introduce freight and passenger automobiles for 
service between Tripolis and Sparta, and some freight auto- 
mobiles in Athens, the populace opposed the innovation with 
demonstrations amounting almost to riots. The argutnent 
advanced was that these new machines would put horses out of 
business, thereby advancing the price of bread, as there would 


* Daily Consular Trade Reports, October 2, 1908, p. 11. 
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then be no demand for bran. The press supported the demon- 
strators! 

One of the most up-to-date transportation facilities in Greece 
is the electric tram line between Athens and the Pirzus. In the 
equipment, handling of passengers, running of trains and attend- 
ance, this line is admirably managed. 

In consideration of the conditions outlined above, and the 
difficulties of interior commerce resulting therefrom, it is inevi- 
table that for any lucrative trade the Greek is obliged to rely upon 
export; and yet the exportable products of the country are few. 
By far the most important of these is the currant, a small, very 
sweet, seedless grape which is raised on the lowlands along the 
west coast of the peninsula and on some of the islands. This 
district furnishes practically the whole currant supply of the 
world. The currants are dried in the sun, cleaned, packed in 
cartons, boxes, or barrels, and shipped to England, America, or 
elsewhere. Currant raising is the fundamental industry of the 
nation, and the dependence of the whole Greek people on the 
currant crop is almost pathetic. Other export products are wine 
(made largely from currants), cheese, olives and olive oil, figs 
and hashish. 

The importance of the export trade, even though the articles of 
export are so few, added to the natural mercantile proclivities of 4 
the people, has led a large part of the Greek people in all times to 
devote themselves to maritime pursuits. The Greeks are to-day, 
as always, a nation of sailors. The following statement is taken 
from Mr. Horton’s reports: “According to ‘Veritas,’ a British 
publication, the Greek marine for 1906 nunibered 204 steamers 
of 353,484 total tonnage, while in 1905 it consisted of 185 
steamers of 333,921 tonnage. Of sailing vessels of more than 
50 tons each, the number is given for 1906 as 877, with a total 
tonnage of 179,845.” Greece is said to be the foremost rival of j 
Great Britain for the trade of Constantinople. Sea-traffic has 
been considerably facilitated by the Corinth Canal, completed in 
1893. This was not a paying investment on the basis of the 
original cost, and was recently sold at auction; on the new, and j 
much smaller capitalization, it is said to be paying handsome divi- 
dends. Unfortunately it is too narrow to admit the larger ships . 
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in the Mediterranean service. The principal port of thekingdom 
is the Pirzeus, which has an excellent harbor, and the main ship- 
ping port for the currant crop is Patras. In the height of the 
shipping season the whole water front of the city presents a scene 
of feverish activity. Patras is also the main point of embarka- 
tion for the emigrants to America. 

When it became evident that emigration to America was going 
to assume large proportions, efforts were made to organize one 
or two Greek steamship companies, operating direct lines to the 
United States. But the inveterate factionalism and commercial 
dishonesty, so characteristic of the race, seriously hindered these 
projects. In regard to one of these companies we find the fol- 
lowing statement in an official report in 1905: “Unfortunately 
the projected line of steamships between the Pirzeus and New 
York has not yet materialized. The project fell through 
just at the moment when it seemed about to be realized on 
account of personal differences among the directors. The com- 
pany is now split up into two hostile factions, one of which seems 
to have the ships and the other most of the money, and until they 
get together there is not much prospect of the line being got into 
running order.” This passage undoubtedly refers to the Moraites 
Company, which was finally organized and in 1908 sent its first 
ship to New York. But the company was short-lived. Soon 
after its organization two of its ships were sunk, one near Greece 
and one near New Orleans, and the circumstances of the sinking 
of at least one of them were so suspicious that the insurance com- 
panies refused to pay the loss. This catastrophe, coupled with 
dissensions among the directors, broke up the company; it was 
speedily reorganized, however, and is now doing business, under 
the name ‘“‘Themistokles,” which is also the new name of the 
principal ship of the line. Within the last few months a new line 
has been started bearing the title “Hellenic Transatlantic Steam 
Navigation Company, Ltd.,” whose principal emigrant ship is 
the Patris. This company, too, had a stroke of hard luck, which 
cast a shadow over its career and tended to put the Greek com- 
panies in bad repute in the eyes of shippers and insurance 
companies. Late in the winter of 1908-09 one of its cargo 
steamers was entering the harbor of Patras at night and collided 
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with a Belgian cargo boat lying anchored outside the break- 
water, sinking the latter in water deep enough to preclude all 
probability of salvage. The excuse given by the Greek captain 
was that he could not tell whether the other ship was outside or 
inside the breakwater. 

Frederick List, in his system of economics, laid great stress on 
the importance to any nation of a diversified industry. There can 
be no doubt that in the generality of cases, the agricultural 
resources of a country need to be supplemented by a well- 
developed manufacturing industry in order to secure the greatest 
prosperity. In this respect Greece is sadly lacking, for its manu- 
factures are in a very low state; the plants are for the most part 
small and comparatively insignificant.* One sees very few 
factories of considerable size while traveling through Greece; 
some of the most notable plants are those of the Société Hellén- 
ique de Vins et Spiritueux at Eleusis and Calamata. The 
reasons for this meager development of manufactures are 
various. In the first place, Greece is very poorly supplied with 
mineral resources; there is no coal, and the lignite which has been 
discovered in northern Greece has hitherto proved of little value. 
The mineral products include iron, manganese, chrome ore, 
magnesium, sulphur, emery stone, plaster, salt, lead, silver ore, 
speiss, marble and millstones. But the total value of these 
products in 1905 was only $2,615,086, though it rose to $4,070,- 
928 in 1906.4 Lack of coal is not compensated for by any 
abundant water power; the mountain streams are utilized in a 
small way to turn gristmills, but if there are any extensive 
resources in this direction, they have not as yet been developed. 

Another economic disability is presented by the matter of taxa- 
tion. The agricultural taxes are not heavy; they consist mainly 
in a tax on live stock and one on productive plants, as for instance 
a tax on vineyards of from one and one-half to four drachmas® 
per stremma (1,196 square yards). But the total is not great and 
these taxes are not felt as a burden. The customs tariffs, on the 


*In Table I is given a list of the principal manufacturing establishments in 
operation in the principal cities of Greece in the year 1905. 

*Consul-General’s Report, 1908. 

* The drachma is about $0.19, American money. 
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other hand, are very onerous; they are arbitrary and in many 
cases extreme.* The customs officials are often careless and 
arrogant, and the assessments are very uneven, varying from 15 
per cent. to 30 per cent. on the same article. Goods are handled 
very roughly by the inspectors, frequently being dumped out on 
the floor, and breakage in the customs house is a serious item in 
the cost of goods. There is also a great deal of corruption 
among the officials. 

Another really serious hindrance to the development of manu- 
factures is the frequency of religious holidays. The profits on 
an expensive installment of machinery are very quickly eaten up 
if it has to lie idle eight or ten days out of the month—and the 
Greeks will not work on holidays. Even to the casual traveler, 
it is a source of continual annoyance to be unable, on irregularly 
recurring occasions with which he is unfamiliar, to make pur- 
chases or to have checks cashed. The commercial representative 
of a foreign business house finds the situation still more vexing. 
Industry in Greece is subject to the common disadvantages which 
affect ali undeveloped countries. Transportation difficulties have 
been noticed; and the difficulty of getting repairs for machinery 
is another quite important element in the problem. There are 
some iron and brass foundries, but their output is mainly rough, 
and as most of the machines in use in the country are imported, 
the breaking of a small part may cause a very expensive delay. 

There still remains to be considered what is the most funda- 
mental and perhaps the most serious of all the hindrances to the 
development of industry in this country—the old dishonesty and 
inability to work together in harmony, which have already been 
mentioned as inveterately Greek. These people seem incapable 
of carrying on a large codperative business with harmony and 
success. When Greek meets Greek, still comes the tug of war— 
each individual tugging to get the greatest possible share of the 
profits into his own pocket, or at least to get the completest pos- 
sible control of the business into his own hands. One of the 
maxims of Greek business life translated into the American 
vernacular is, “Put out the other fellow’s eye”; the idea of 
sacrificing personal interest and gain for the sake of the com- 


* Table II gives the tariffs on some of the principal articles of import. 
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pany’s prosperity is foreign to the Greek mind. “ This is not 
merely the opinion of a foreign observer, but is frankly admitted 
by many intelligent and candid thinkers among the Greeks 
themselves. The disastrous effect of this peculiarity in the case 
of the Moraites Company has been alluded to; and yet another 
example is furnished by the lead mines at Laurion. There are 
two companies working these mines, one Greek and one French: 
the former has every advantage, while the latter works only the 
tailings left by the ancients ; yet it is said that the French company 
is making handsome profits, while the Greek concern never pays 
a dividend on account of disagreements among the directors. 

This industrial stagnation is not due to lack of capital, for 
there is plenty of it in the country. There are many wealthy 
Greeks, and large sums of money are lying on deposit in the banks 
of Athens, drawing only three or four per cent.". But the Greek 
plutocrat of to-day, who in all probability has made his fortune 
in some foreign land, prefers to spend it in a life of idleness and 
ease in the coffee-houses and clubs of Athens rather than to take 
the trouble to employ it himself in some productive industry ; and 
he is afraid to entrust it to any of his countrymen to be so 
employed, for he has no confidence in their business ability or 
honesty. 

The conditions outlined above have produced an anomalous 
and very unfortunate situation in Greece to-day. Prices are very 
high, wages are very low; a comparison of actual figures* will 
show that for the workingman even the ordinary comforts of 
life are almost out of the question. Within the last few years 
Athens has ceased to be a cheap place to live in, and has become 
one of the most expensive cities in Europe. A summary of this 
state of affairs is quoted by Mr. Horton from a writer in the 
Economist d’Orient, as follows:® “All the merchants, great and 
small, testify to a stagnation, the causes of which they can not 
explain, or profess not to know. The peasants desert the country 
either to sit about the cafés of Athens and Pirzus, or to leave for 


"These sums are said to amount to 300,000,000 francs. 

*A list of the rates of wages in various occupations will be found in 
Table III and the prices of some of the more important commodities in 
Tables IV and V. 

*Consular Reports, May 11, 1907. 
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America. The minister of war has recently been able to recruit 
only 6,000 to 7,000 men on a call for 15,000. Nearly 200,000 
young men have emigrated to America and the Transvaal. About 
1,000 houses are vacant in Athens, and yet the prices of rent 
have raised 15 to 20 per cent. The principal articles of food 
grow dearer continually, and the products of manufacture, not- 
withstanding the fall of exchange to 1.08 and 1.09, are at the 
same price in Drachmas as when the france was worth 1.55 
to 1.60.” Rents in Athens net about 5 per cent. or 6 per cent 
after deducting taxes, water-rates, etc. Interest rates in various 
parts of Greece vary from 6 per cent. to 8 per cent. or IO per 
cent. A few years ago they ran from 10 per cent. to 15 per cent. 

The fall in exchange, mentioned in the foregoing quotation, is 
one of the most remarkable features of the economic situation in 
Greece. The standard of value in Greece is the gold drachma, 
corresponding in value to the French franc and the Italian lira, 
but the common medium of exchange is the paper drachma. 
This money is issued in the form of bank notes, of the denomina- 
tions of one, two, five and ten drachmas, and higher denomina- 
tions, the size of the paper note varying with the value. A 
decade ago the exchange between gold and silver was in the 
neighborhood of 160, that is to say, with 100 gold or silver 
drachmas or francs you could secure 160 paper drachmas with 
which you could go out and make your purchases. Large 
amounts of money, salaries, and in fact any permanent sums of 
money are reckoned in gold, while ordinary prices are quoted in 
the more unstable medium of paper. Even in so recent a publica- 
tion as the 1905 edition of Baedeker’s Guide Book, hotel rates, 
etc., are frequently quoted in both gold and paper, and the differ- 
ence is proportional to that between 8 and 12. Within the last 
few years, however, the rate of exchange has fallen rapidly until 
it now stands at 108, or even less. The following causes have 
been suggested for this phenomenon: (1) Loans from European 
sources for the financing of internal enterprises; (2) Restoration 
of confidence in Greece, leading to the purchase abroad of Greek 
securities; (3) Emigration to America. Large sums of money 
have been sent back home, making currency freer. These sums 
are estimated by the Postmaster-General of Greece at about 
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$8,000,000 per year. Mr. Horton’s report for 1905, from which 
these suggestions have been taken, enumerates three others of a 
more temporary nature: (4) A good grain crop in Thessaly ; 
(5) The founding of the Banque d’Orient; (6) The fact that 
during the English-Boer war, gold was used by Greek capitalists 
to buy ships. With the cessation of the war, this outlay ceased, 
while the ships continued to earn money. 

It is very probable that the money sent home from America 
should rank as the most important of all these causes. But, 
however caused, the effect of this fall in exchange is sufficiently 
definite; nominal prices have remained practically the same as 
they were ten years ago, which means that real prices have 
advanced virtually about 30 per cent. There has been some 
advance in wages to compensate for it; but the wage-earning 
class in Greece is not a large one, and for the salaried classes and 
the small independent producer, it means that the cost of living 
has increased enormously. The whole discouraging situation is 
so admirably summed up in Mr. Horton’s Report on Industrial 
Conditions, that we take the liberty of quoting several paragraphs 
entire (Report of 1908). 

“There are few manufacturing plants and none of any great 

importance. . . . Female and child labor are very generally 
utilized in Greece, whenever they can be made serviceable. 
There is not much hope for a laboring man to save money in 
Greece, where 3 to 4 drachmas a day are good wages and where 
seven drachmas are regarded as a high wage for a master work- 
man.’ A laborer earning 5 drachmas per day will pay 10 drach- 
mas per month for a room for himself and his family. “The 
workman’s breakfast consists of bread and black coffee; his 
luncheon of a piece of bread, or if he can afford it, a piece of 
bread and some black olives, which he usually takes with him in 
a little round, covered box. Sometimes he buys a half cent’s 
worth of inferior grapes, or a tomato. Thus his lunch would 
cost, say, 6 cents for bread and 2 cents for olives. 

“At night the family dines on a few cents’ worth of rice, 
boiled together with wild greens and olive oil, and bread, or wild 
greens boiled in olive oil and eaten with bread, or some similar 
inexpensive dish. . . . Meat is eaten by the laboring classes 
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as a general thing three times a year: Christmas, Easter, and on 
the so-called ‘Birth of the Virgin,’ which the Church has set 
down for the month of August. Such a family as I am describ- 
ing, the average laboring man’s family of Greece, rarely if ever 
see such things as butter, eggs and milk. There are 180 fasting 
days in the Greek religious year, which are rigorously observed 
by the laboring classes, without, however, causing any marked 
degree of abnegation in the matter of diet.” 

People living under conditions of this sort are ripe for emigra- 
tion, especially if, like the Greeks, they are of a stock which has 
always displayed great readiness in severing home ties. All that 
is needed to start an enormous exodus is some immediate stimulus, 
some slight turn in the condition of affairs, provided that a 
favorable outlet presents itself, and the process of migration is 
not too expensive or difficult. As an American gentleman of 
long residence in Athens remarked, “The wonder is, not that the 
Greeks are now emigrating to America in such numbers, but that 
they did not begin long ago.” 

The new Greek emigration to America is a matter of the last 
decade.'° It is within this period that these people have been 
coming in such immense and ever-increasing numbers as to make 
the movement a true social phenomenon. It seems undeniable 
that there must have been some moving cause, some epochal 
development, about the close of the nineteenth century, to have 
started the wheel to turning with such increased velocity. If we 
review the causes of the industrial mal-development as outlined 
above, we find nothing there of very recent origin except the 
matter of the fall in exchange; this, however, is primarily 
a result and only secondarily a cause of emigration. It is almost 
impossible to get even an intelligent Greek to comprehend your 
meaning if you ask him what was the immediate cause of the 
new emigration. These people are not fitted by mental equip- 
ment or training for analytical reasoning; they habitually look 
only at the surface of things. About all the answer you can 


* The figures for Greek immigration to the United States from 1900-1908 
inclusive are as follows: 


1900...... 3,773 14,376 1906...... 
I1Q0T...... 5,919 12,625 
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hope to get is something as follows: “Why, our country is poor 
and America is rich. They go there because they can get more 
money.” 
The two most plausible explanations for this new movement " 
| are connected with the hostility of Roumania and Bulgaria, and 
with the failure of the currant market, both of which occurrences 
are of comparatively recent origin. In former years large 
numbers of Greeks found a field for their enterprise in the 
neighboring countries of Roumania and Bulgaria. These Greeks 
did not belong exclusively to the exploiting class, such as has 
always gone to Turkey and Egypt—though perhaps here too they : 
were the most numerous; there were also large numbers of agri- : 
culturists and some laborers, particularly boatmen and stevedores t 
along the Danube. However, within the last quarter of a century 
a strong feeling of hostility to the Greeks has grown up in both { 
Bulgaria and Roumania: in Bulgaria the difficulty is largely due . 
to religious antagonism between the clergy and the people of the 
two nations, and it is coming to pass that a Greek hates a Bul- 
garian almost as much as he does a Turk. In Roumania the | 
trouble is largely political: in accordance with recent legislation, 
unless a Greek becomes a Roumanian citizen (which very few are 
willing to do), he is subjected to a great deal of annoyance and : 
hindrance. In consequence of all this, Greeks have ceased going 
to the countries in question, and many who were there have 
returned, sometimes with broken fortunes. It is said that Russia ' 
also gives the Greeks less freedom now than of old. Against the 
use of these facts as an explanation of the new emigration it is 
argued that the movement to Bulgaria and Roumania was never ) 
nearly so extensive as it now is to America, and that the class of 
emigrants was different from that which turns toward America, 
being composed much more largely of the commercial and 
exploiting class. Both of these points are undoubtedly true, but, 
as has been already pointed out, there were a good number of 
Greek laborers among the emigrants to the north and east. And : 
even if there had not been, a comparatively small number of the 
more intelligent and enterprising class, going to America and 
establishing themselves in prosperous business, would have . 
opened the way for a much larger number of a lower class to 
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follow them. It seems entirely reasonable to suppose that the 
closure of one outlet for emigration must have served as a con- 
tributory motive for seeking another outlet elsewhere. 

The second explanation is, however, probably much more 
important, as it is directly connected with the basic agricultural 
industry of the country. About 1863 there appeared in France a 
disastrous pest among the grapevines which was identified as the 
phylloxera, a disease caused by a small insect belonging to the 
family of the aphide or plant lice, and whose native home is in 
America. These insects attach themselves to the roots of the 
vines, forming roughness and swellings, and causing the leaves 
to turn yellow and wither and the fruit to shrivel up. After the 
introduction of phylloxera into France it spread very rapidly and 
caused great devastation. But what was France’s loss was the 
gain of Greece, for the failure of the grape crop in France caused 
a large demand for Greek currants to be used in wine making in 
the former country. For a while the currant market was very 
vigorous, and the culture of this fruit was the most lucrative 
agricultural pursuit in Greece. Allured by the promise of large 
and speedy profits in currant raising, the Greek farmers allowed 
the silk culture to decline, and very many of them cut down their 
fine old olive orchards and planted the ground with vines. Fora 
while all went well; but in the meantime France was making 
every effort to discover some efficient means of combating the 
pest. Chemical inoculation of the soil, inundation of the vine- 
yards, mechanical cleansing of the roots, were all tried with no 
great success. American vines, immune to the disease, were 
imported, but this resulted in a deterioration of the wine. Finally, 
late in the nineteenth century, a new experiment was tried: 
American vines were imported and upon their roots were grafted 
branches of French vines. Thus were combined the immunity of 
the former and the fine quality of the latter. The process was 
eminently successful and proved to be the solution of the problem; 
the culture of the vine revived in France, and as a consequence 
there was a sharp falling off in the market for currants, which 
spelled disaster for Greece. The olive trees could not be replaced, 

since it takes many years for an olive orchard to reach a really 
productive stage. 
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The depressed state of the currant market is one of the most 
noticeable features of the economic situation in Greece at the 
present time. Everybody is talking about it. A large part of 
last year’s crop is still lying unsold in the warehouses, and various 
efforts have been made to find some new way to utilize this 
material. One of the most successful has been the manufacture 
from currants of combustible spirits which can be used in lamps 
and heating stoves. The visitor to Greece notices everywhere 
a peculiar form of lamp, using a mantle of the Welsbach type, 
but burning alcohol. Experiments are now being carried on in 
the hope of devising some method of extracting sugar from the 
currants, and while so far the experimenters have not succeeded 
in crystallizing the syrup, considerable hope is cherished as to 
the final outcome of the attempt. At present, however, the cur- 
rant industry is sadly demoralized. 

This serious and comparatively sudden disaster to the market 
for the principal export crop furnished the immediate stimulus 
which was needed to make a people, already in depressed condi- 
tion, seek for some relief from the burdens of their existence. 
The traditional method of relief for the Greek people is emigra- 
tion. All that was needed was the prospect of some favorable 
country to go to, and some provision for the journey thither. 
The Greek succeeds best either in countries where he is superior 
in business capacity to the native inhabitants, or in a highly 
developed industrial country, where he can work himself into 
some unoccupied corner of the commercial edifice and build up a 
small but lucrative trade. To the former class belong Turkey, 
Persia, and Egypt, and in these countries there are large numbers 
of prosperous Greek business men. But opportunities of this sort 
are limited in number and demand an experience, capital and 
ability which the ordinary peasant does not possess. A large num- 
ber of Greeks tried the Transvaal, but they were not very success- 
ful there, probably because the local English business men were 
their superiors, and the country was not sufficiently developed to 
offer many opportunities for profitable small trade. America, on 
the other hand, and especially the United States, offered just the 
conditions which the Greek populace was looking for; it was a 
highly developed country, with plenty of money, and people were 


| 
if 
7 
t 


192 Yale Review. [ Aug. 


ready to pay well for the gratification of their minor wants. For 
a quarter of a century Greeks had been going to America in small 
numbers; they had been, for the most part, successful, and were 
in command of businesses which to the Greek peasant appeared 
highly lucrative; and they had been sending home glowing 
accounts of the attractions of America, accompanied by sums of 
money which appeared munificent to their poverty-stricken rela- 
tives and friends in the fatherland. These communications had 
made their due impression, and when the Greeks began to feel 
the necessity of escape from an increasingly difficult situation, 
America seemed to them the new land of promise, and they began 
by thousands to answer to her call. Once started, this move- 
ment, like the familiar chain letter, could not be checked, but grew 
by its own multiplication. Each Greek in America became the 
nucleus of a rapidly increasing group of his own kin or neigh- 
bors. So began that great exodus which assumed such startling 
proportions in the early years of the present century. Given the 
stimulus and the goal, all that remained to be provided was the 
means of migration—the material means of conveyance and the 
financial means to defray the expenses. Both of these were 
promptly forthcoming; steamship agents are never slow to seize 
opportunities such as existed in Greece at the time in question, 
and all the principal Mediterranean steamship lines established 
agencies in the Pirzeus, Patras and other ports, as well as in some 
of the important interior cities. Emigration agents began to 
scour the country, exciting the imagination of the peasants as to 
the glories and opportunities of America, clearing away the 
difficulties which seemed to beset the passage, and in many cases 
advancing the money for the trip. In other cases, if the pros- 
pective emigrant could not get together sufficient money at home, 
it was furnished him by some friend or relative in America. 

Just how large a part in this movement has been played by 
emigration agents, legally and illegally, it would be impossible 
to say. In matters of this kind the Greek is extremely deep and 
crafty, and it would be the work of months, perhaps of years, for 
a skilled detective actually to make out a case against the Greek 
emigration agents. They are accused in some cases of working 
through the priests. One of the first things that attracts the eye 
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of the traveler landing in the Pirzeus is the amazing number of 
American flags flying from office buildings all along the water 
front and the neighboring streets; their significance is somewhat 
perplexing until he learns that they are steamship offices or 
emigration agencies—for there is no great distinction between 
the two. Patras and all the other leading ports abound in offices 
of this kind, and they are also to be found in very many cities and 
villages in the interior. It is contrary to human nature, particu- 
larly to Greek human nature, that in the face of this keen com- 
petition these agents should merely sit calmly in their offices 
waiting for such business as might come to them; as an Ameri- 
can would say, “they go out after the business,” and there can 
be no doubt that they have exercised a tremendous influence in 
exciting and perpetuating the movement to America. I was 
told on excellent authority of one gentleman, born in Greece of 
English parents, who in the earlier days of the movement was 
said by his friends to have made ten thousand pounds a year out 
of this business. He had agents in all parts of the kingdom, and 
even extended his operations to Turkey; he sold tickets, advanced 
money to the emigrants to pay their debts to the government and 
the expenses of the voyage, and in every way facilitated their 
passage. A few years ago he was complaining that the new 
immigration laws of the United States were cutting into his 
profits; and he is now an agent for one of the principal steamship 
lines. The great harvest for the agent is now over, for the Greek 
to-day is too familiar with conditions in America to be fooled by 
the old stories of dollars picked up on the street, and rich food to 
be had for the mere asking; but there is still plenty of money to 
be made out of emigrants, and will be as long as they keep 
coming. 

The emigration movement, as may be inferred from what has 
gone before, has given a great impetus to the steamship business 
of Greece; it is doubtful, indeed, if a single direct line of steamers 
between Greek and American ports would pay expenses without 
the emigrant traffic. As it is, there are several that are doing 
a profitable business. The two Greek lines have been already 
mentioned. The most important of all lines is the Austro- 
American, which is a new Austrian company with its head- | 


quarters in Trieste. In 1905 it sent its first ship from the 
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Pirzeus to New York, via Patras, with the expectation of catching 
the currant and emigrant trade, a project which was very success- 
ful. The number of ships sailing direct from Greece to New 
York was increased, and in 1908 this company had 42 sailings 
from Patras to the United States, of which 29 were emigrant 
boats to New York, 6 emigrant boats to New Orleans and 7 cargo 
boats to New York, Philadelphia and Boston. In the same year 
the Prince Line had 9g sailings and the Moraites line 3 sailings 
from Greece to the United States. Almost every important 
Atlantic steamship company has an agency or connection in at 
least one of the Greek ports, and many emigrants still go to 
America by way of Naples, or even of Cherbourg or Havre. 

The situation may be briefly summed up as follows: The con- 
ditions due to the meager industrial development in Greece have 
within recent years been accentuated by a marked agricultural 
depression. This has made it very difficult for the ordinary 
peasant to secure even a moderate return for his labors. The 
marked rise in prices which for various reasons has occurred 
contemporaneously with the decline in the agricultural market, 
has added to the burdens of life until they have become very 
heavy. The Greek peasants have accordingly been led to look 
for some new field of effort where there are greater returns for 
labor, and have found it in the United States. The motives 
for the new emigration are practically without exception of a 
financial nature, and may be concisely expressed in the answer to 
his queries which one constantly receives from the Greeks them- 
selves: “We go to America because we can get more money 
there.” 

TABLE I. 


PRINCIPAL MANUFACTURES IN OPERATION IN THE LEADING CITIES OF GREECE. 
NuMBER oF EsTABLISHMENTS.” 


1905. 
Cities: Athens, Pirzeus, Patras, Volo, Syra, Corfu. 
Steam flour mills .............. 28 Olive oil factories ............. II 
Macaroni factories ............. 44 Saddle and harness factories.... 36 
Machine shops and foundries... 39 Chair factories ................. 50 
s Picture frame factories ......... 28 
Castiage factoties 31 Roofing and tile factories....... 34 
Steam currant-cleaning factories 14 Shoemakers’ shops ............. 564 


*™ Reports of Consul-General Geo. W. Horton, 1905. 
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TABLE IL. 


Customs TARIFFS IN GREECE.” 
Reckoned in Gold Drachmas. 


1906. 
Lumber (pine or fir, in boards 20 millimeters thick).... 20 per cubic meter. 
150 per 100 okes. 
TABLE III. 
Waces Per Day 1Nn GREECE.” 
1908. 
Clothing (mostly piece work; girls finishing suits by hand) .40—50 “ ‘ 
In some occupations wages vary with the season. 
TABLE IV. 
Prices 1n Greece.” 
1906. 
Bread (common) ....$ .035 pound. Beef (filet) ......... $ .38 pound. : 
Bread (white) ....... .06 32 
Butter (cooking) .....  .32 Lamb (yearling) ..... .19 
Butter (fresh) ...... 1.30 = Pork (fresh) ........ 15 - : 
Cheese (macaroni)... .26 Milk (fresh, cow’s)...  .54 gallon. 
23-26 “ Milk (goat’s) ........ 43 
Salmon (canned) ....  .54 Oatmeal (Q’k’r Oats) .50 pound. 
Fish (fresh) «........ 15-38 “ .10 
Apples (fresh) ....... 13 Tea (Ceylon) ........ 1.30 
.22 dozen. Petroleum ........... 75 gallon. 
Ham (boiled) ........ 1.04 pound. Wood (fuel) ........ 10.00 ton. t 
Beef (sirloin) ........ Chascosl ............. 30.00 “ f 
* Reports of Consul-General Geo. W. Horton, 1906. 
* The oke is a little less than three pounds. 
“Reports of Consul-General Geo. W. Horton, 1908. i 


* Reports of Consul-General Geo. W. Horton, 1906. 
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TABLE V. 


Tea (medium quality) 
Soap (washing) 


Ordinary woolen suit 28.80 
Cheap cotton suit 


“ 


“ 


04 
* Reports of Consul-General Geo. W. Horton, 1908. 
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Prices 1n Greece." 

1908. 

Sagar pound. Butéer geund 

* 

4 “ 

-* Kerosene (.3513 gal.) .08 

4 
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THE SIGNIFICANCE OF ADVERTISING. 


A very good way to become acquainted with the general drift 
of a people’s development should be to follow its trail through 
some unfenced fields. In many cases, of course, tendencies are 
checked or deflected by statute law, and it is then very difficult to 
say what would have happened if there had been no restrictions. 

In commercial advertising we have a singularly rich and inter- 
esting subject for such an inquiry. It is one of the most con- 
spicuous and characteristic features of our present-day life, it is 
a matter to which an immense amount of thought and ability is 
devoted, and as long as it does not tend to impair public health 
or morals or otherwise trangress criminal codes, there are prac- 
tically no legislative restrictions upon it. People with articles to 
dispose of have been left free to present their wares according 
to their ingenuity and interpretation of the public taste. More- 
over advertising has one obvious characteristic that is not only 
unusual among the mechanisms of business but renders it 
extremely simple as a subject of study. It is spread open for the 
inspection of everyone. Mercantile affairs as a rule are conducted 
in confidence; methods of manufacture, balance sheets, lists of 
customers, are carefully withheld from outsiders; little more 
than occasional rumors of detail become the property of the gen- 
eral public, and it is from such fragments, pieced out by the rec- 
ords of litigation, that the average person has to frame his 
conception of American business ethics. Advertising, on the 
other hand, is the one link in the chain of manufacture and dis- 
tribution that is urged upon the attention of the public. 

In the first place, an interesting light is thrown, by the very 
necessity for widespread and continuous appeals for attention, 
upon the hurry and forgetfulness of the time. The prodigious 
amount of detail spread before everyone seems to have outgrown 
the capacity of the average mind and memory. We observe the 
fact more and more in connection with our urban friends and 
acquaintances. Constant exertion is necessary in order to avoid 
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being lost and forgotten amid the tumult of interests. It is not a 
question of indifference, or lack of cordiality and appreciation. It 
is merely the practical impossibility of keeping anyone else fresh 
in one’s mind in the face of the onrush of other matters, unless a 
mutual effort is made to see one another at frequent intervals. 
The same principle intensified is a cause of the excessive adver- 
tising so familiar to all. It is not a matter of building up an 
infant industry, of a meritorious article being made known. 
There seems to be almost literally no such thing as a “steady 
sale.” Goods that have been in the market for scores of years, 
the names of which are in fact household words, are heralded as 
energetically now as if they were strangers struggling for a foot- 
hold in the affections of consumers. A few years ago a sub- 
stance of which there was an immense sale was advertising, 
according to the proprietor, at an annual expenditure of half a 
million dollars. This tremendous outlay had continued for a long 
period and the owner thought it was time to retrench and divert 
some profits to himself. Following his action the sales shrivelled 
like paper in a flame and to-day the article has disappeared from 
public view. Only recently one of the martagers of a very large 
public dinner was astounded at being approached by an agent for 
one of the best known table waters in the world, obtainable in 
every civilized land, with a petition to be allowed to furnish all 
that was required free of charge, for advertising purposes! 

A corollary of the truth emphasized by such incidents is that 
this is notea day of strong affections, of bitter partisanship, of 
unflinching adherence. It is a time of independence, of tepid pref- 
erences, of facile change. At the best this characteristic appears 
politically in the growth of the non-partisan vote; at its worst 
perhaps in the problem of divorce. An associate of a very large 
law firm said recently that with all its prestige and success, the 
members were obliged to struggle continually to retain their hold 
upon their most important clients. There was little of the old 


friendly, intimate relation, much of the brisk, sharp spirit of 
ordinary business. Constant vigilance is necessary for main- 


taining one’s hold upon one’s friends and clients, constant adver- 
tising to prevent customers from drifting easily away. 

The vast economic waste with which the enterprise of our 
country is conducted has been dwelt upon time and again. And 


4 
L 
ag 
Ay 
4 
4 
4 J 
i 
q 
4 
+ 
4 


1909 ] The Significance of Advertising. 199 


where is that better exemplified than in the gigantic sums spent 
in urging products upon the purchasing public? Advertising, it 
must be remembered, is a sort of fungus, a parasitic growth, add- 
ing no value to the goods consumed, and producing in general no 
direct return. A public insistence that Smith’s Soap is the best 
obtainable and may be had at all “first class dealers” is obviously 
not an offer of the soap. It merely acquaints the public with the 
existence of the article, the proprietors hoping and expecting that 
some will be induced to make the effort to find it in shops and 
purchase it. In any theoretical estimate of a fair selling price 
for a certain object, there is certainly no place for an enormous 
advertising bill. And yet if a new product is to be placed upon 
the market, however meritorious it may be, a very large fraction 
of its direct cost must be added almost inevitably to provide for 
advertising it, if the venture is not to be a failure. 

This suggests a curious and interesting change in the character 
of advertising, which reflects one of the conspicuous features of 


modern life. The older advertisements were almost exclusively | 


of localities and persons. They merely declared that at such a 
number of such a street, so and so dealt in perfumery, or dress 
goods or hardware. To-day the vast majority of placards one 
sees are issued by the manufacturers of a particular article or 
special kind of articles. The public are informed that the product 
in question may be obtained “anywhere,” and the only request 
made is that the name of the brand be not forgotten. It is one 
more striking illustration of the shrinkage in distances and the 
unification of demand that are almost world-wide. The manufac- 
turer’s market is the entire country or is even international. His 
goods are placed on sale as a matter of course in the North and 
South, throughout the West as well as the East, the local genius 
of a people finding less and less expression in their clothing, their 
utensils, and their customs. 

If we approach the development of this industry (for it is 
such) from a somewhat different point of view, we find still 
other lights thrown upon social evolution. A comparison 
between the silent, self-confident and comprehensive system of 
to-day, and the rudimentary methods of two centuries ago, will 
give probably a fairly accurate idea of the gulf between the social 
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organizations of the two periods. At the end of the seventeenth 
century, advertising, outside of an occasional handbill, was con- 
fined to the bellman or apprentices who sat in doorways and 
urged the public to enter. This primitive device survives in the 
“barker” of the circus and second-hand clothing shop, so that it 
may be contrasted directly with modern methods, and its crudity 
made the more striking. 

Even more graphic and illuminating is the change in tone. A 
century ago the advertising tradesman groveled. He “humbly 
solicited patronage,’ and “felt a lively sense of gratitude for 
past favors.” At that time the country was dominated by the 
agricultural element, and the manufacturer and tradesman were 
of comparatively little consequence, or at any rate there remained 
in public esteem a flavor of the contempt with which they had 
been regarded under an aristocracy. With the advance of the 
country to a highly complex manufacturing stage, both producer 
and distributor rose in importance and respect, and advertise- 
ments, losing their obsequious tone, began to speak confidently, 
and finally to shout or even to bawl. An unrefined public taste 
was reflected in the flamboyant and excited circus announcements, 
studded thickly with exclamation points, and the parallel her- 
alding of goods of all kinds by absurd farragoes of overwrought 
statements and assertions. That was the era of the Pograms and 
Chollops, of boastfulness and swagger, of aggressive and 
militant crudity. To-day a third stage has been attained, and 
it is only semi-occasionally that one sees an advertisement of the 
“old-fashioned” type, a mere string of hysterical statements, pal- 
pably false, but intended to galvanize the most languid into an 
attitude of curiosity and interest. Indeed, by a singular paradox, 
this outworn method of attracting attention is confined at the 
present time almost exclusively to the most modern of things, 
namely the headlines of those daily papers whose policies are 
“advanced.” 

A developed public taste calls for restraint and dignity. The 
best written advertisements of the time are not only interesting 
but worthy of study as examples of forceful English. Indeed 
some have been recommended in university lecture halls, and the 
placards one sees in street cars are now remarkably free from 
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exaggeration. A well-executed picture, a brief legend, epi- 
grammatic usually, and that is all. There is neither the servility 
of the earliest stage nor the vulgarity of the second. The placards 
have become an established accessory of business and the sole 
aim is to produce something tasteful and distinctive, so that the 
article concerned may be impressed as gently but firmly as pos- 
sible upon all who see them. 

Of course this is nothing more than saying that evolution of 
advertising has paralleled the progress of the country in thought 
and circumstances. But we should also expect to find and do find 
in the systems in vogue criticisms both favorable and unfavorable 
upon our methods of life. Attention might here be called to the 
fact that advertisements, more than almost any other utterances 
addressed to the public, are framed to appeal to the greatest num- 
bers. Not to the poorest, for they have no money, nor to the 
wealthiest, for they are not interested. But they are directed at 
everyone else. Even newspapers are more selective. One grati- 
fies the lover of lurid sensations. Another specializes in local, 
another in financial, a third in social and foreign items. But 
anyone with a dollar in his pocket is a target for advertisements. 
A glance, then, at some of the characteristics, good or bad, of 
present-day methods, and the public attitude towards them, 
should be interesting and suggestive as an index of the general 
level attained by the people. 

The most obvious characteristic is the pervasiveness. Adver- 
tising is ubiquitous. It has invaded all fields and every medium 
of distribution. The mails are swollen and the postal deficit 
increased by torrents of circulars, which scarcely anyone reads 
but which an indulgent Government transmits cheaply. News- 
papers and magazines, street cars and unoccupied buildings, 
fences and open lots, even roofs and walls, are employed to 
exploit merchandise. Let an old building be torn down and the 
lot surrounded by a fence; in a twinkling the surface is covered 
with gaudy posters. Eulogies of chewing tobacco are hung upon 
trees, the merits of pills painted upon fence rails. Ingenuity 
has exhausted itself in devising new places from which to win 
the passing tribute of a glance. Very recently a visitor to a 
prominent inland city was astounded at the appearance of a 
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hill rising conspicuously from its midst; instead of trees and 
a park or at least handsome residences terraced upon it, the entire 
height was blighted by a hideous jumble of advertising signs, 
every one of which seemed respectable enough in its way, the 
appearance of the whole, however, being unspeakably offensive. 
A few years ago, a dignified and historic church edifice located in 
the heart of New York City was sold for demolition, the congre- 
gation moving further uptown. Scarcely had the work of 
destruction begun when the walls and great Gothic window open- 
ings were covered with huge staring signs advertising everything 


* from cocoa to corsets. As in the case of the city hill, the boards 


were individually inoffensive in text and pictures, and the adver- 
tisers evidently realized that that was as far as the public would 
inquire. One might have supposed that the gross impropriety 
of the display would be the strongest impression made upon the 
buying public and that they would avoid wares advertised in 
such fashion; but the manufacturers undoubtedly understood 
their market and knew very well that if the legends and pictures 
were carefully designed, few would care where they were placed. 

And even when the public do care, the protest is apt to be full 
of sound and fury but barren of results. When the subway in 
New York City was opened, a swarm of workmen almost immedi- 
ately invaded the stations and proceeded to cover the walls with 
advertisements ridiculously framed in tin. The citizens were 
aghast. Well-known architects had been employed to design a 
distinctive color scheme for the enamelled tiling in each station so 
that passengers would soon be able to tell them from one another 
at a glance. The advertisements impaired this. The tiling 
itself was expensive, the object being not only beauty but sanitary 
conditions, as hose could be turned upon any part and all dirt 
thoroughly washed away. Of course the advertisements would 
prevent anything of that kind. The press took up the matter furi- 
ously. Reporters inspected and told of injuries done. Injunc- 
tions were applied for, defenses put in by both the construction 
company and the advertising agents. All was excitement. Mean- 
while the billboards remained. Presently a new sensation arose. 
Interest in the purification of the stations became languid. The 
court application sank into a condition of permanent coma. 
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To-day not an advertisement has been removed and the public 
have learned to take them so thoroughly for granted that very 
recently a usually well-informed and observant man expressed to 
the writer his surprise when attention was called to the fact that 
in the newer stations there were no signs. He had not noticed 
their absence! 

There is a graphic simile of the ordinary course of American 
popular fury against an exhibition of bad taste that does not 
amount to a breach of criminal law. It is as violent and transient 
as an explosion: first, unmeasured excitement and denunciation, 
followed by activity of the press and hurried appeals to the courts, 
then the languor of legal processes, quiet persistence on the part 
of the offenders, diversion of interest, a few feeble dying gasps 
and complete acquiescence. The American temperament in its 
strength and weakness, its vigor and apathy, is outlined 
clearly. The ingenuity and imagination that have seized upon 
every conceivable point from which legends and pictures could 
catch the attention of passers-by, reflect faithfully the mental 
alertness that has developed a thousand industries in as many dif- 
ferent ways. The care that is taken, speaking generally, to 
observe the proprieties in the form of each individual advertise- 
ment, with an almost complete indifference to propriety of place, 
is a counterpart of our rigid ideas and rules concerning personal 
decency, our laxity with reference to public zsthetics; the spirit 
that protests vigorously against immorality but cares little or 
nothing about poor taste; which storms against seating a United 
States Senator because he is supposed to believe in polygamy but 
has permitted with only tardy protest the diversion of Niagara 
Falls, the blasting of the Palisades on the Hudson, the turning of 
the wonderful thousand-year-old redwoods of California into 
shingles, the possible appropriation of portions of the Yosemite 
Park for water power. 

Again, the trend towards suburban life as transit facilities 
improve, and the widespread interest in a rational diet are 
reflected in the billboards of realty companies and cereals. The 
strain of living and the exhaustion of nerves are told in the preva- 
lence of advertisements of tonics and headache remedies. The 
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deep-seated human itch for distinctiveness, the much-scorned 
“aristocratic feeling,” finds interesting and even amusing expres- 
sion in the magnificent announcements of the manufacturers of 
cheap ready-made clothes. The University athlete and club 
man seem popular ideals, and accordingly each manufacturer con- 
fidently assures the public that the wearers of his clothes will 
acquire the appearance and presence of one of these types. Even 
some of the serious menaces to the stability of our form of gov- 
ernment may be said to have their counterpart in this industry. 
Thus one of the most familiar social phenomena of recent years 
has been the tide of immigration from Southern Europe, com- 
posed of swarming myriads of human beings, devoid of any con- 
ception of restrained and tolerant freedom as that is known to 
more northern peoples. As a result organizations that are popu- 
larly called “un-American,” such as the Black Hand and Huncha- 
kist, have sprung up, accompanied by “un-American” methods of 
settling disputes, assassination by the knife for individuals, bomb- 
throwing for crowds. And during the same period advertising 
has become enlisted similarly in the “un-American” devices of 
the blacklist and the boycott. 

One additional feature must be mentioned, and that is the way 
in which there is illustrated a tendency among us for one thing 
after another to overrun its proper boundaries and to assume 
proportions and powers never dreamed of by those who intro- 
duced it. Like the lilies of New Zealand, the rabbits of Aus- 
tralia, the Scotch thistle in California, the water cress in Florida, 
monsters as unmanageable and menacing as the creature of 
Frankenstein have been evolved. Liberty of speech and of the 
press, guaranteed in order to preserve to citizens the right to 
criticize fairly acts of public officials, are employed to protect 
all sorts of scurrility in unprincipled papers; strong protection, 
acceded to in 1861 as a radical war measure, has been grafted 
on to our system of government as a “permanent policy’’ with 
greatly enlarged scope and vigor; pensions, begun as a grate- 
ful return for sufferings endured, are swollen now to many times 
the figures of a generation ago and turned into a tremendous 
political engine. In somewhat the same way advertising, once a 
mere adjunct of obscure enterprises, has not only expanded to 
gigantic proportions, but has reached out and drawn under its con- 
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trol undertakings that few would have thought of connecting 
with it in the first instance. As is well known, instead of papers 
controlling their advertisers, practically all the newspapers and 
periodicals are in their power. Let their patronage be with- 
drawn and publication would have to cease at once. Newspapers 
are perhaps the most potent force in our country. They shape 
public opinion. Many of them sell for little more than the bare 
cost of the fabric of which they are composed. The tremendous 
cost of publication in all its details is met from the advertising 
revenues. The obvious result is that large advertisers, through 
organization, could dictate the policy of any paper. Indeed in 
more than one instance threatened withdrawal of patronage has 
caused newspapers to abandon campaigns upon which they have 
embarked. And while it is of course impossible to say how much 
matter, otherwise acceptable, is continually rejected by editors 
through fear of offending some liberal contributor to the adver- 
tising columns, the amount is probably far more than one would 
suspect. 

Such a condition of affairs seems mischievous, as a subsidized 
press is to be deplored, but it is difficult to see how a change is 
to be effected. And apart from a few circumstances of the 
kind, the lesson to be gathered from a survey like the present 
is decidedly encouraging, assuming, as is done, that the changes 
indicate a parallel alteration in national life. The course of 
development has been from servility to dignity, from hysteria 
to calmness, from narrowness to breadth. The controlling force 
has been an intelligent interpretation of what would please and 
attract the average person. And the respectable level which, 
with few exceptions, is maintained, is certainly a tribute and 
not a reproach. On the other hand, the existence of some 
degraded advertisements that are flaunted with impunity, and 
occurrences like the history of the New York subway signs, point 
to the fact that when public opinion is quiescent or proprietors 
are willing to defy it, the authority which may be invoked is 


vague, cumbersome and feeble. 
FREDERICK DWIGHT. 


New York City. 
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NOTE. 


The Recall. The recent use of the recall in Los Angeles has 
brought into view an interesting parallelism in legislation. The 
charter provision of Los Angeles is so like the cantonal law of 
Schaffhausen for the recall of officials that it seems to have 
been modeled after the old Swiss system. 

The similarity between the two laws does not seem to have been 
generally noted. In discussing the recall provision of Los 
Angeles before the National Municipal League in 1905, a certain 
publicist maintained that the recall did not exist “in Switzer- 
land . . . nor in Australia; nor, as far as we know, anywhere 
else on the globe.” He hailed this feature of the Los Angeles 
charter as “extraordinary and entirely unique.” In 1907 another 
publicist described the recall as “a governmental measure which 
Los Angeles has the proud distinction of being the first com- 
munity in the world to adopt.” With such declarations in view 
it is interesting to turn the pages of cantonal laws, generations 
old, and to read sections of Swiss recall provisions which have 
been transcribed with almost literal exactness into the municipal 
charters of many American cities. 

A comparison of the recall provision of Los Angeles with the 
cantonal law of Schaffhausen is of special interest because the 
measure which Los Angeles first secured in 1903! has served as a 
model for most of the subsequent enactments in this country,” 
while the present Schaffhausen law has a well authenticated his- 
tory of revisions which seem to reach back to the time of the 

*Los Angeles, Charter Amendment, California, Laws, 1903, pp. 574-5. 

? Among recall provisions similar to the Los Angeles charter amendment 
may be cited the numerous provisions enacted in California since 1903; the 
Idaho law of 1907, pp. 358-60; the Iowa law of 1907, c. 48, sec. 18; the 
South Dakota law of 1907, c. 86; the Texas special laws of 1907, pp. 130-1, 
pp. 361-2 and 366, and pp. 621-2; the numerous charter amendments adopted 
under the Washington law of 1903, c. 186, and the recall law for cities of 


the second class enacted in Washington in 1907, c. 241, sec. 15. Among the 
more recent enactments may be cited the recall provision embodied in the 


charter adopted by Colorado Springs on May 11, 1909. 
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customary Landsgemeinden, when the people exercised the right 
of election and of recall directly under the customary law.* 

The salient features of the two laws are very similar. This is 
true not only as regards the scope of the recall, the procedure for 
the petition, the method of conducting the removal election, and 
the tenure of office of the newly-elected officials, but also there 
is a marked similarity in such minor details as the requirements 
for the contents of the petition, the qualifications of signers, the 
verification of signatures, the filing and the examination of the 
petition, the provisions for amendment in case of insufficiency, 
and the transmission of the petition to some responsible body 
authorized to call a removal election if the petition be found 
sufficient. 

Briefly summarized, the procedure in the Schaffhausen law 
provides that all demands for carrying out the popular right of 
recall must be presented to the Executive Council in the form of 
written petitions signed by at least one thousand qualified voters 
of the canton. The petitions may be entire or in sections, and in 
the latter case, the separate sections may not contain signatures 
from different communes. The qualifications of each signer of 
the petition must be certified by the president of the Communal 
Council of the commune in which the elector lives. Petitions 
which do not have the required number of signatures are to be 
returned at once with the statement that they are insufficient, but 
such petitions may be established if the lack is made good within 
the required time. Official publication is to be made of the 
receipt of the first’ section of the petition and the required number 


*The revision of the recall law in Schaffhausen in 1904 embodies few 
features not definitely promulgated in the previous revisions of 1876 (Amtl. 
S. N. F., Bd. vi, 105), and of 1853 (Gesetzesband I, neue Folge, 353). 
Although the cantonal constitution of 1834 does not specifically embody the 
recall, its existence at that time is evidenced by the old records of the canton. 
The constitution of 1852 (art. 22) recognized the recall as a customary insti- 
tution and the present Secretar der Staatskanzlei vouches that a written law 
on the recall was in existence in Schaffhausen in 1826. 

Recall provisions very similar to the Schaffhausen law are to be found in 
about one-third of the Swiss cantons. Among those of special interest may 
be cited: Aargau, Cantonal Constitution, 1885, art. 29; Basel-Landschaft, 
Cantonal Constitution, 1892, art. 29; Berne, Law of February 20, 1851 and 
Law of October 29, 1899. 
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of signatures must be presented within sixty days after the receipt 
of the first section was officially announced. At the close of the 
specified time during which signatures may be legally added, the 
Executive Council is required to ascertain whether the number of 
signatures is sufficient and is to make official publication of the 
result of the examination. If the petition is found to contain 
one thousand or more signatures, the Executive Council is 
required to order a removal election within thirty days after the 
close of the period for completing the petition. If a legal 
demand for the recall of the Great Council and a similar one 
for the recall of the Executive Council are pending at the same 
time, the former one is to be adjusted first. 

Under the charter amendment of Los Angeles the petition 
demanding a recall must contain a general statement of the 
grounds for which the removal is sought, must be signed by at 
least twenty-five per cent. of the qualified electors, and upon 
completion, must be filed with the city clerk. The petition may 
be in sections, but one of the signers of each paper is required to 
certify that the statements of the petition are true and that the 
signatures are genuine. If upon examination by the city clerk 
it is found that the petition does not have the requisite number of 
signatures, it may be amended within the specified time, or a new 
petition may be filed. If the petition is found to be sufficient the 
clerk must submit it to the city council without delay, and the 
Council is required to order a removal election in not less than 
thirty nor more than forty days from the date of the clerk’s 
certificate that a sufficient petition is filed. . 

These comparisons might be extended to further provisions 
of the two laws. In a number of sections the parallelism is so 
marked that, when the proper substitutions for official terms are 
made, a substantially similar procedure is found in the Schaff- 
hausen practice, followed for generations, and the Los Angeles 
method, seemingly so “unique” and. “extraordinary.” 

And yet it were scarcely necessary to search the annals of old 
Schaffhausen nor to read her written laws to “discover” a 
political institution as old as the recall. Our own history 
furnishes an example of the practice when the delegates to the 
Continental Congress from Pennsylvania were recalled because 
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they refused to sign the Declaration of Independence and other 
delegates were sent in their stead to carry out the imperative 
mandate of the people. Of still greater significance in the 
evolution of the recall is the parliamentary custom developed in 
England by which Parliament is dissolved and the members go 
back to the people and a new Parliament is formed. These 
various political institutions, some old in time, some seemingly 
new, seem to indicate that “representative government” may yet 
perfect a system under which “representatives” will really 
“represent” their constituents. 


MARGARET A. SCHAFFNER. 
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BOOK REVIEWS. 


Studies in the American Race Problem. By Alfred Holt Stone, 
with an Introduttion and Three Papers by Walter F. Willcox. 
New York: Doubleday, Page & Co., 1908. 


ag Students of the negro problem have been familiar in recent 
ay years with the occasional papers and lectures—earnest, persuasive 
oy and good-tempered—of Mr. Stone. These with some additions 
a have been gathered into a volume which, though modestly pre- 
. sented as the mere by-product of a more ambitious study, con- 
ry stitutes probably the ablest contribution to the subject from a 
southern source. 

iu The diverse origin of the various chapters is somewhat at war 
with their attempted logical combination into “books.”’ Book I 
is in general a survey of the southern vs. the northern attitude 
| on the race question, Book II a series of economic side-lights, 
#§ Book III a study of the social and political aspects of race-fric- 


said : tion since the war, and Book IV—a single chapter—an attempt 

‘, to isolate the mulatto as a distinct ethnological and psychological ; 
: factor of the problem. Prof. Willcox’s three essays constitute : 
St a fifth book, in which are republished this author’s familiar inter- ] 
me pretations of the criminal tendencies, the economic outlook and 

a the vital statistics of the American negro. 


It is Mr. Stone’s peculiar merit to have given to the chief 

allegations of the traditional southern viewpoint an interesting, 

‘ often original and sometimes significant restatement. The color 
f line, to begin with, is presented and justified as expressing an 
inevitable and universal reaction of the race-mind of the white 
man toward the lower races. The South shows the normal 
attitude of the Anglo-Saxon “whenever confronted by the negro 
in even approximately equal numbers.” This thesis is defended 
by a world-wide survey of race-contacts. If the North does not 
show this same attitude it is simply because there have never 
a been enough negroes there to evoke it. The actual expression 
of racial antipathy and consequently the practical application of 
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the color line, whether lax or stringent, depend essentially, then, 
upon the relatively numerical strength of the unfavored races in a 
common civilization. “All racial problems are distinctly prob- 
lems of racial distribution.” Antipathy is proportionate to num- 
bers: this is Mr. Stone’s central and oft-repeated thesis, and is 
most effectively supported by a detailed study of racial contacts 
in the United States. ‘“‘To-day,” he concludes, “no state in the 
Union would have separate car laws where the negro constituted 
only 10 or 15 per cent. of its total population. No state would 
burden itself with the maintenance of two separate school systems 
with a negro element of less than Io per cent.’ (p. 217.) 

In criticism of this pronouncement it may be stated that at the 
date of Mr. Stone’s writing Kentucky, with but 14 per cent. of 
negroes, had long separated the races in public conveyances and 
had recently—in a bill aimed at Berea College—forbidden their 
co-education even in private schools. Less than six months later 
Oklahoma, with a negro population slightly above 7 per cent., 
passed Jim Crow car and school laws under the emergency clause 
of its novel constitution—thus evading the referendum! Mani- 
festly, in these States, the tightness of the color line bears no 
proportion to the number of negroes. Some supplementary 
thesis is needed to explain these as well as similar anomalies 
which Mr. Stone discovers and admits. This he attempts in a 
psychological study of the role of apprehension in the race 
problem, and his acute analysis of this factor genuinely elucidates 
the matter. A comparatively small number of negroes, it 
appears, may suffice to create in the white man’s mind a feeling 
of social and political unrest or danger, and thus to stir him to 
aggressive measures of separation. The stringency of the color 
line turns out to be proportionate not only to the negro’s numbers 
but to the white man’s fears. 

But a state of mind which works as arbitrarily as this is clearly 
abnormal and, as Mr. Stone concretely shows, borders even on 
hysteria. To recognize the rdle of apprehension in the race 
problem is to nullify one of Mr. Stone’s chief and familiar pleas, 
viz., that the South be let alone to work out varied local solutions. 
Considering the negro in politics he regretfully catalogues an 
interesting and suggestive variety of foreign race adjustments 
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which might be available but for the Fifteenth Amendment, and 
urges that the South’s devices for the legal evasion of that 
Amendment be tolerated without threats of political reprisal. 
The point is well enough taken as against the partisan politician; 
but what of the argument which demonstrates that one is in an 
abnormal state of mind and then asks that he be allowed to do 
as he pleases? Such an one needs a guardian with the possible 
assistance of physicians and police. If the role of apprehension 
is as great as Mr. Stone says, the section concerned is by no means 
in a condition to decide justly on the very focus of its fears. 
Hence it ought not to be “left alone.” 

Nor does Mr. Stone himself quite practice the leave-alone 
policy which he advises. He suggests, to be sure, that since racial 
adjustments are stringent in proportion as numbers approximate 
equality, Boston may be allowed one solution and New Orleans 
another. Yet throughout the book, especially in chapters which 
reproduce addresses to northern audiences, he plays upon “our 
common ancestry and blood, our common heritage of motives 
and feelings, of passions, impulses and instincts, the oneness of 
our racial hopes and fears,” in a mood which belies the self- 
control of his introduction. Very skillfully he marshals the 
Yellow Peril behind the Black Peril to arouse these fears. The 
simple fact is that Mr. Stone and those who share his views by 
no means intend to leave the North alone; under guise of apology 
for his attitude he is the more insistent that others shall agree 
with it. If there are not enough negroes in the North to arouse 
the normal Anglo-Saxon attitude there, the southern advocate 
will supply the stimulus. It is in the nature of passionate feeling 
to seek to propagate itself: because of the aggressiveness of the 
slave power the country could not exist half slave and half free; 
because of the propagandist instinct of race antipathy southern 
sentiment is bound to try to make the nation solid against the 
object of its dislike. Any fair reading of Mr. Stone will reveal 
the steady pressure of this tendency. 

Another chief point made by the author is that the mulatto 
is a distinct factor of the race problem. The North not only 
has not enough negroes to call out the instinct of white 
superiority, but also the colored men whom the Northerner, 
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“at least the one who does the thinking and writing and 
talking on the subject,” knows and has in mind is not the 
true negro, but the selected mulatto type,—one actually less 
different from the white and therefore not so likely to arouse 
antipathy based on differences. Naturally, northern advice 
based on a knowledge of the exceptional “near-negro” does not 
apply to the typical masses of the race. Here evidently are 
two sets of questions: whether, why and in what sense the 
mulatto is different from the pure negro, and, second, whether 
and to what extent the sentiment-making class of the North con- 
fuses the two. Mr. Stone later qualifies his charge of ignorance 
by admitting that all the leading and scholarly authorities on 
southern conditions are Northerners. Besides this exempt group 
there are two others who write, talk and sometimes think on the 
race problem—the politicians and the philanthropists. Respect- 
ing the former there can scarcely be two opinions, but let us give 
the latter their due. They virtually without exception speak out of 
the experience of agencies which have been in manifold touch with 
negro life for forty and more years, which have operated farms 
and shops as well as churches and schools and have first and last 
employed more cooks, farmers, mechanics and laborers than they 
have teachers and preachers, the bulk of whose school enrollment 
has always consisted of low grade pupils fresh from the cabin or 
tenement. These, the average run of the race, they have known 
in hundreds of places throughout the whole South. Their con- 
tact with the problem has been both massive and detailed, the 
experience adequate; and through such eyes the North, which 
both thinks, writes and speaks, has chiefly seen the negro, at least 
in recent years. 

As a concrete study, Mr. Stone’s account of his own unsuccess- 
ful experience at negro betterment on his Mississippi plantation, 
while immensely suggestive, is not sufficient ground for unfavor- 
able generalization against the race. Another distinguished 
Mississippian—Major Millsaps—has tried “an experiment in 
trusting negroes” on an equally ample scale and with strikingly 
satisfactory results, and that with the same class of negroes, in 
the same region and even within a few miles of Mr. Stone’s 
plantation. 
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Mr. Stone’s best known constructive suggestion is probably 
his advocacy of the Italian as a substitute for the negro as an 
agricultural laborer in the South. The Italian’s superiorities are 
plain enough, of course; but is he a serious possibility as a sub- 
stitute for the negro? Mr. Stone himself does not believe that 
there is any immediate prospect of it and confesses: “Thousands, 
I might say hundreds of thousands, of southern white men prefer 
the negro, under any and all circumstances, to any class of white 
labor.”” Besides, the Italian government is very unwilling to 
allow its people to face the social and economic handicaps of the 
man of whatever color who does the negro’s work in many 
regions of the South. 

To summarize then, we are to be grateful to Mr. Stone for 
having presented a familiar attitude with ingenuity and fresh 
illustrations, in modest terms, with unqualified good will, and 
with only so much residual dogmatism as belongs to strong 
feeling in a naturally and historically passionate field. 


H. PAUL DOUGLASS. 
New York, June, 1909. 


Der Preussische Landeseisenbahnrat in den ersten fiinfundzwan- 
sig Jahren seiner Tatigkeit (1883 bis 1908). Denkschrift, 
dem Landeseisenbahnrat iiberreicht vom Minister der Offent- 
lichen Arbeiten. Berlin: 1908—pp. vi, 144. 


The volume is composed of two parts, a full table of contents, 
and an appendix. Part I deals with the origin of the National 
Council and its development and Part II, which is subdivided into 
“general” and “particular,” treats of the activities of the 
National Council. The appendix, which contains relevant docu- 
ments, occupies 56 of the 144 pages. 

The National Council is the highest body in the advisory system 
connected with the Prussian railway administration. It bears 
about the same relation to the Minister of Public Works, who is 
the legally responsible head of the Prussian railways, that the 
Circuit Councils bear to the presidents of the different adminis- 
trative units into which the Prussian system is divided. The 
National Council was established by the act of June 1, 1882, the 
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-full text of which is reprinted in the appendix. The first session 
of the National Council was held September 22, 1883. As 
originally constituted, the Council was composed of forty mem- 
bers, ten appointive and thirty elective. The elective members 
are chosen by the respective Circuit Councils, which bodies in 
turn are composed of a varying elective membership. The 
appointive members are designed by the Minister of Public 
Works. When the Prussian system incorporated the Hessian 
railways in 1896, two additional memberships were created to 
represent Hessen. A law of June 15, 1906, still further extends 
the membership by admitting representatives of commerce, 
industry, and agriculture of States in which the mileage of the 
Prussian railways is considerable, in case the governments of 
such States request this representation. In that event five more 
may be added, making the total membership forty-seven, of whom 
ten still remain appointive and thirty-seven elective. The aim 
obviously is to give that same diversity of representation which 
prevails in the lower advisory bodies. 

In passing it should be observed that in addition to the National 
Council and Circuit Councils there are other advisory bodies 
which exercise considerable influence upon the administration of 
the railways, on account of the long-established custom of giving 
weight to the recommendations and conclusions of such bodies 
before final decisions are reached. The chief of these bodies are 
the so-called Tariff Commission, the General Conference, and the 
Society of German Railway Administrations. 

Bodies similar to the Prussian National and subordinate 
councils have also been established in Bavaria, Baden, Hessen, 
Saxony, Wirttemberg, Oldenburg, Italy, Denmark, Sweden, 
Russia, Austria, Hungary, Switzerland, and France. 

The proceedings of the National Council embrace twenty-five 
volumes, to which an index has recently been prepared. The 
purpose of the present Denkschrift is not to review in full all the 
labors of the National Council, but rather to sketch the mountains 
and valleys in the field of its first twenty-five years of work, and 
to demonstrate its usefulness for all departments of economic life 
in the country in which it exists. 
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From September 22, 1883, to January 12, 1908, the Council 
held fifty-five sessions. Its permanent standing committee held 
forty-nine meetings. Since the Council acts both upon petition 
and upon its own motion, independently of or in conjunction with 
the other advisory bodies, it has naturally passed upon nearly all 
the important questions which have arisen during the quarter- 
century under review. These questions are not so much those of 
operating details as of matters concerning the railway service 
and the passenger and freight rates charged for this service. The 
Council was influential in shaping the principles of the new 
passenger and baggage rates, known as the reformed passenger 
tariffs. This “reform” measure was first submitted to the 
Council in October, 1905. In May, 1907, it was finally adopted 
by the government. One of the prime purposes of this reform 
was to eliminate the diversities existing among the rules, regula- 
tions, and rates of German railways and to introduce simplicity. 
This measure abolished the system of return tickets for second- 
and third-class traffic and substituted therefor a single passage 
rate equal to one-half of the former round trip rate. Fourth- 
class passengers had never enjoyed the round trip privilege, and 
were therefore not affected by this measure. On the basis of the 
figures for 1903, the introduction of the reform schedule would 
cause a loss of over fifteen millions of marks on the Prussian 
railways, which naturally had to be made up in some other direc- 
tion. This led to an advance in the first-class rates and changes 
in other directions. In all these deliberations the National Coun- 
cil took an important part. . 

The National Council was active in the negotiations and 
deliberations preceding the adoption of the international treaty 
relating to freight traffic, adopted October 14, 1890. Likewise, 
when at subsequent conventions of the participating nations in 
Paris, 1896, and Berne, 1905, modifications of this treaty were 
proposed in order to meet changed conditions, the National 
Council made its influence felt. It may thus be said that the 
National Council has exerted an important influence upon the 
freight traffic in the middle European States. The operating and 
traffic regulations which it was found necessary to change in 
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order to comply with the terms of the international treaty simi- 
larly felt the influential hand of this Council. 

An exhibit in the appendix contains the schedules of normal 
or basal rates, one of which is annually submitted to the National 
Council, for the years 1885, 1897, and 1908. A casual inspec- 
tion of these three schedules shows the trend of the changes which 
have taken place during those years, and with respect to all of 
which the National Council has given official utterance and taken 
active steps. It is shown, for instance, that the average rates per 
passenger-mile for 1907 are 31.7 per cent. below those for the 
year 1880, and that the average rate per ton-mile for 1907 was 
15.24 per cent. below that for 1880. Other interesting statistics 
are introduced. He who would use these tables and statistics for 
direct comparative purposes and with a view of suggesting 
general conclusions with respect to German, American or other 
railways, deserves to be brought into closer relationship with the 
proverbial millstone and the sea. 

The very readable running account of the chief activities of 
the Council with respect to traffic matters is divided into three 
chief parts, the first of which deals with general tariff regulations 
and classification; the second with basal carload rates on grain, 
flour, seeds, food stuffs, lumber and lumber products, hides and 
furs, paper, iron, and steel; and the third with exceptional or 
special commodity rates on sugar, road material, coal, coke, ores, 
cotton, and other commodities. All of these illustrate the scope 
and care of the investigations attendant upon changes in import- 
ant rates. 

It is well understood that the National Council, as well as the 
other advisory bodies, have no legal power, but can only give 
advice. If the railway administration does not see fit to follow 
the recommendations of the National Council it does not do so, 
but is bound to publish its reasons for not doing so. Sometimes 
the government follows a minority in the Council; when it does, 
the public is told why. 

In general, the volume recites the history of important public 
relations between the railways and the people, more especially 
with reference to the matter of rates and service. It has much of 
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interest and value to all students of railways, whether directly 
active in the railway service, in academic or in private life. The 
appended documents illuminate the text, which is excellently com- 
posed. The railway history which is reflected in these pages is 
pervaded by a broad spirit of codperation. It shows wise coun- 
seling. It reveals the merits of the position of each party in 
interest to the other by each taking the other into its confidence. 
The National Council is one of the clearing houses organically 
connected with the railway administration. It is also one of the 
safety valves. Its proceedings are dignified, its members usually 
capable and generally actuated by large and patriotic motives. 
From my first acquaintanceship with it, the Prussian advisory 
system has impressed its great usefulness upon me, and a reading 
of this quarter-century review in the light of my more recent 


observations strengthens that impression. 
B. H. MEYER. 
Madison, Wis. 


Le Mouvement ouvrier au début de la Monarchie de juillet 
(1830-1834). Par Octave Festy. Paris: Cornély, 1g08— 
pp. 360. (Bibliothéque d’historie moderne, t. II, fasc. 3.) 


M. Festy disclaims the intention of giving a synthetic character 
to this work. But in his detailed narrative of the labor agitations 
which mark the first years of the bourgeois monarchy it is easy to 
trace the development of the working classes into a social entity, 
and to follow the modification of labor ideas, which leads to the 
general conception of a “caste des prolétaires.”” The first dis- 
turbances of 1830 are touched with a spirit of social reform in 
marked contrast to the labor movements of the Restoration, 
which are accidental irruptions of a purely economic character. 
The idea of social reform is suppressed for the moment by the 
government, which, deceiving the hopes aroused by the revolution, 
declares itself the follower of the Constituante and the opponent 
of any intervention in favor of the laborers. The failure 
of the latter to gain concessions after their victory at Lyons in 
1831, convinces them of the necessity of relying on their own 
forces if the social reform is to be gained; we see the laborers 
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taking part in the insurrection of June, 1832, and in 1833 the 
agitation for social emancipation becomes general. A large 
number of laborers enter the Society of the Rights of Man, and 
the government, fearing for its existence, enters into open war. 
The crushing of the republicans at Lyons and in the Rue Trans- 
nonain arrests brusquely the social and political movement, but 
the idea of social reform is smothered only to reappear victorious 
in 1848. 

Although M. Festy has drawn the larger part of his informa- 
tion from printed sources, he gives a mass of details hitherto 
not presented even by the socialist historians, and from which he 
draws the conclusion that the social character of the labor move- 
ment after July was not due to economic causes. The disturb- 
ances did not for the most part occur in times of economic crisis 
and were not caused by unbearable misery; the miners of Anzin, 
the carpenters and tailors at Paris organized their strikes in 
moments of commercial and industrial prosperity. At the bottom 
of the movement lay the newly-awakened aspirations of the 
laborers; victorious on the barricades of July, they saw with 
bitterness their victory turned to the profit of the bourgeois alone ; 
their sense of importance was flattered by the overtures of the 
republicans and the exhortations of the disciples of St. Simon. 
They demanded a more complete emancipation, not because their 
economic condition was unbearable, but because the class pre- 
ceding them in the social hierarchy had mounted some steps. 
This emancipation, they begin to understand, is to be attained 
only by association and organization; already in 1833 those 
principles are vaguely agitated which are to crystallize in 1840 
under the hand of Louis Blanc, and are to be the formula of 1848. 

The inaccuracies of detail which have passed the author’s eye 
are of slight importance, 1.e., the testimony ascribed to General 
Carbonel in the trial of the printers (p. 52) was given by the 
printer Renouard; Baunet (p. 239, note 1) should be Bannet; 
Barrye (p. 244) should be Marie. More serious is the omission 
from the bibliography of the Historie Socialiste of Jaurés and the 
last edition of Levasseur. 


CHARLES SEYMOUR. 
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RECENT LITERATURE. 


The Yale University Press is soon to issue two volumes of 
selected readings in insurance, edited by Prof. Lester W. Zart- 
man. The “Yale Insurance Lectures,” published five years ago, 
have been out of print for some time, and the continuing demand 
for them makes it desirable that something should be issued to 
take their place. The new volume will be of broader scope than 
the lectures, and will seek to represent the advance in the litera- 
ture of insurance which of recent years has been so marked. One 
volume is to be devoted to life insurance, the other to fire insur- 
ance and miscellaneous forms. It is hoped that the new selections 
will meet the urgent demand for satisfactory texts dealing with 
the subject. 


The Reorganization of our Colleges. By Clarence F. Birds- 
eye. New York: The Baker & Taylor Company, 1909. This 
stimulating book is written from the point of view of one who 
believes that the American college is an institution whose primary 
object is to afford a sound and effective education, both mental 
and moral, to its undergraduates. That colleges to-day fall far 
short of what should be expected of them, he regards as evident ; 
that a clear comprehension of the nature and location of the 
trouble will lead to great improvement, he considers certain. In 
its diagnosis of the weaknesses of the college this book is clear, 
and even trenchant; but it is, on the whole, fair. Mr. Birdseye’s 
chief contention is that college authorities do not have the 
organization that would render it possible for them to know either 
the educational needs of the students or the effect of their instruc- 
tion. His remedy lies in the formation of a department of 
administration, coOperative with the teaching departments and, 
to a certain extent, regulative over them. His continual appeal is 
to the analogy between the large business house and the col- 
lege—an analogy which, though sometimes forced, is certainly 
suggestive. 


Documentary History of American Industrial Society is 
announced for fall publication by the Arthur H. Clark Co. of 


1909 ] Recent Literature. 221 


Cleveland. The work, as planned, is to consist of original 
material, from manuscript and printed sources, and is to com- 
prise ten volumes. Two volumes, edited by Prof. Ulrich B. 
Phillips, will be devoted to “Plantation and Frontier,” and the 
remaining volumes, edited by Prof. John R. Commons and 
assistants, will cover various aspects of the history of labor. 


American Railway Transportation. By Emory R. Johnson. 
New York: D. Appleton & Co., 1g08—pp. xviii, 434. This is 
the second and revised edition of a well-known work which 
appeared originally in 1903. The development of the railway 
net of the country and the great amount of Federal and State 
legislation affecting the railways enacted during the last five years 
made a revision necessary, in order that the volume might be 
kept up to date. In general plan and in size the present edition 
is the same as the first. The latest available statistics have been 
inserted to replace those of an earlier date, while the chapters 
relating to railway regulation have been rewritten in part. The 
“references for further.reading” at the close of each chapter 
have been supplemented by adding the titles of the most important 
publications bearing on the particular subject discussed, which 
have appeared since the book was first written. 


Readings on American Federal Government. By Paul S. 
Reinsch. Boston: Ginn & Co., igo9. Following the example 
of teachers of economics and history, Professor Reinsch of the 
University of Wisconsin has made a collection of readings for 
the use of students of American federal government. Much of 
the material has been drawn from the Congressional Record and 
public documents, though occasional excerpts have been made 
from unofficial sources. Almost without exception, the selec- 
tions have been made from speeches, public addresses, and pub- 
lished articles of recent date. “Purely historical accounts” of 
our institutions and “purely legal arguments and controversial 
discussions” have been excluded. The editor’s purpose is to 
point out “what is actually being done at the present time.” In 
this task he has succeeded admirably, though he would doubtless 
be the first to concede the inadequateness of such selections for 
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a thorough study of American government. It would be unfor- 
tunate, surely, to allow a student to form his conception of the 
treaty-making power from speeches which were delivered in the 
Senate in the years 1906 and 1907. Historical perspective is 
indispensable to a fair picture of our political institutions. There 
is a distinct place for such a volume of readings as Professor 
Reinsch has edited; and teachers of American government will 
be quick to recognize its merits. 


The Development of the State, its Governmental Organization, 
and its Activities. By James Quayle Dealey. Boston: Silver, 
Burdett & Co., 1909. Notwithstanding its somewhat ponder- 
ous title, this little volume aims rather to suggest than to demon- 
strate the evolution of the modern State. It makes no pretence 
at originality. It contains what the author terms the essential 
principles of the development of the State and its organization, 
not a detailed account of concrete governmental activities. If 
there is at times a poverty of illustration which leaves the reader 
with the feeling that the State is after all an intangible abstrac- 
tion, this defect is perhaps inevitable. One could wish that 
Professor Dealey had eschewed the outworn classification of 
economic periods of development and not left the impression that 
every State must needs pass through these historic epochs, if it 
develops at all. It is easy of course to show that the pastoral 
stage has often been omitted and that the commercial stage may 
precede the agricultural. In spite of a somewhat Latinized dic- 
tion, Professor Dealey has written a readable and suggestive 
text-book. He has had constantly in mind not only the whence 
but the whither of organized society; and the reader is bound to 
lay down the book with a clearer realization of the responsibilities 
of citizenship in the modern State. Even mature students of 
political science would do well to heed the admonition that the 
old three-fold division of governmental organization is no longer 
adequate and that the electorate must be considered as a fourth 
department of government in the modern State. 
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